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FOREWORD 


ProposauLs  to  add  hospitalization  benefits  for  beneficiaries 
aged  65  and  over  to  the  OASDI  program  have  created  an  interest  in 
the  data  and  methods  used  to  develop  actuarial  cost  estimates  in 
this  nev  area,    This  Study  is  a  revision  and  expansion  of  Actuarial 
Study  No.  52,  and  Actuarisil  Study  No.         which  dealt  vith  earlier 
versions  of  the  Administration  proposal  for  hospitalization  and 
related  benefits.    This  Study  also  presents  the  cost  estimates  for 
the  proposed  changes  in  the  cash  benefits  program. 

It  is  the  policy  of  the  Division  of  the  Actuary  to  make  its 
methods  and  procedures  available  to  those  interested.    It  is  our 
hope  that  this  Study  will  provide  the  information  not  readily 
available  in  other  published  reports. 


Robert  J.  %ers 
Chief  Actuary 

Social  Security  Administration 
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A.  Introduction 


This  Study  presents  long-range  actuarial  cost  estimates  for  the 
Hospital  Insurance  Act  of  19^5  and  the  Social  Security  Amendments  of  I965? 
contained  in  H.R.  1,  introduced  by  Congressman  King  on  January  h  (an  identi- 
cal bill,  S.  1,  was  introduced  by  Senator  Anderson  on  January  6),    H.R.  1 
contains  provisions  establishing  a  hospital  insurance  program  for  bene- 
ficisLTies  aged  65  or  over  under  the  Old-Age,  Survivors,  and  Disability 
Insurance  system.    In  addition,  the  proposal,  would  provide  similar  protec- 
tion for  beneficiaries  under  the  Railroad  Retirement  system  and  for  most 
persons  aged  65  and  over  in  I966  (and  for  those  attaining  this  age  in  the 
next  few  years)  who  axe  not  insured  under  either  of  these  social  insurance 
systems . 

As  to  OASDI  beneficiaries,  this  bill  would  provide  a  specific  pro- 
gram of  hospitalization  and  related  benefits  for  all  persons  who  are  (l) 
aged  65  and  over  and  (2)  "entitled"  to  monthly  benefits.    The  term  "entitled" 
means  that  the  individuaJ.  meets  all  the  statutory  provisions  governing  eligi- 
bility for  monthly  benefits  (old-age,  dependent,  or  survivor)  and  has  filed 
an  application  therefor  (which  may  be  concurrent  with  application  for  hospitali 
zation  benefits).    Hie  term  thus  includes  not  only  beneficiaries  in  current- 
payment  status,  but  also  those  who  are  not  drawing  monthly  benefits  because 
they  are  continuing  in  substantial  employment.    The  following  benefits  would 
be  provided: 

(a)  60  days  of  semi -private  hospital  care  within  a  "benefit 
period",  with  a  flat  deductible  in  an  amount  equal  to 
the  average  daily  hospital  cost  under  the  program. 

(b)  60  days  of  post-hospitsil  extended  care  within  a  "benefit 
period",  when  such  services  aj:e  furnished  following  transfer 
from  a  hospital  and  are  necesseiry  for  continued  treatment 

of  a  condition  for  which  the  individual  was  hospitalized. 
Such    care  would  be  furnished  in  an  "extended  care  facility", 
which  is  an  institution  that  has  in  effect  a  transfer  agree- 
ment with  a  hospital  (or  is  under  common  control  with  a  hos- 
pital.) and  that  is,  in  essence,  a  skilled  nursing  facility 
(as  defined  in  detail  in  the  bill). 

(c)  2^0  home  health  service  visits  during  a  calendar  year. 

(d)  Outpatient  hospital  diagnostic  services  in  excess  of  a 
deductible  equal,  to  50^  of  the  hospitalization  deductible 
during  a  50-day  i^eriod. 

•nie  term  "benefit  period"  meams  the  period  beginning  with  the  first  day  that 
an  individual  receives  hospitalization  benefits  and  ending  with  the  90th 
day  thereafter  during  each  of  which  he  has  not  been  a  patient  in  a  hospital 
or  an  extended  care  facility    (but  such  90  days  must  occur  within  a  l80-day 
period).    The  benefits  would  first  be  available  in  July  I966,  except  for 
post-hospited  extended  care  benefits,  which  would  first  be  available  in 
January  196?. 
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These  hospitalization  and  related  benefits  for  OASDI  beneficiaries 
(and  the  accompanying  administrative  expenses)  would  be  financed,  on  a 
long-range  basis,  by  an  suLlocation  from  the  overall  contribution  rate  for 
the  OASDI  system,  as  modified  by  this  bill  (see  Table  l),  of  .60^  of 
taxable  payroll  as  to  the  combined  employer -employee  rate  for  I966,  .76^ 
for  1967-68,  and  .90^  thereafter.    This  income  would  be  channelled  into 
the  Hospital.  Insurance  Trust  Fund,  which  would  be  established  on  a  basis 
similar  to  that  of  the  existing  OASI  and  DI  Trust  Funds. 

The  same  hospitalization  benefit  protection  would  be  available  to 
beneficiaries  under  the  Railroad  Retirement  system.-'     Persons  who  sLre 
beneficiaries  under  both  systems  would,  of  course,  not  receive  "double" 
benefits.    The  employer  and  employee  contribution  rates  would  be  increased 
by  the  same  amount  as  under  the  OASDI  system,  but  the  taxable  wage  basis 
would  not  be  changed  from  the  present  $^50  per  month.    The  financial  inter- 
change provisions—'  would  apply  so  that,  in  essence,  the  OASDI  system  would 
be  "reinsuring"  the  hospitalization  benefit  experience  of  the  Railroad 
Retirement  system,  which  would  neither  gain  nor  lose  as  a  result  of  the 
actual  experience.    The  Railroad  Retirement  system  would,  of  course,  have 
to  provide  out  of  its  existing  financing  the  equivalent  income  arising  from 
raising  the  OASDI  earnings  base  to  $5^600. 

Likewise,  the  hospitalization  benefit  protection  would  be  provided 
to  any  person  aged  65  and  over  on  July  1,  I966  who  is  not  eligible  as  an 
OASDI  or  Railroad  Retirement  beneficiary  and  who  (a)  is  not  an  employee  of 
the  Federal  Government  or  a  retired  Federal  employee  eligible  for  health 
benefits  under  the  plan  established  by  the  Federal  Government  for  such  persons, 
(b)  is  not  a  member  of  a  subversive  organization  and  has  not  been  convicted 
of  subversive  activities,  and  (c)  is  a  citizen  or  has  had  at  least  10  years 
of  continuous  residence.    Persons  meeting  such  conditions  who  attain  age  65 
before  I968  also  qualify  for  the  hospitalization  benefits,  while  those  attain- 
ing a^e  65  after  I967  must  have  some  OASDI  or  Railroad  Retirement  coverage 
to  qualify — namely,  5  quarters  of  coverage  (which  can  be  acquired  at  any  time 
after  1936)  for  each  year  elapsing  after  I965  and  before  the  year  of  attainment 
of  age  65  (e.g.  6  quarters  of  coverage  for  attainn^nts  in  I968,  9  quarters 
for  1969?  etc.).    This  transitional  provision  "washes  out"  for  men  attaining 
sige  65  in  197^  and  for  women  attaining  aige  65  in  1972,  since  the  fully-in- 
sured-status  requirement  for  monthly  benefits  for  such  categories  is  then 
no  greater  than  the  special -insured  status  requiren^nt.    The  benefits  for 
the  "non-insured"  group  are  paid  from  the  HI  Trust  Fund,  but  with  full  reim- 
bursement therefor  from  the  General.  Treasury. 

a/    However,  Railroad  Retirement  beneficiaries  would  have  certain  additional 
benefit  protection  in  that,  under  certain  circumstances,  the  benefits 
would  be  available  in  Canada. 

b/    For  a  description  of  these  provisions,  see  pages  7^  and  8O-82  of  the 
2^th  Trustees  Report  (House  Document  No.  236,  88th  Congress). 
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From  an  actuarial -cost  standpoint,  the  major  featiires  of  this  bill 
as  they  relate  to  the  cash  benefits  under  the  OASDI  program  are  as  follows: 

(1)  Monthly  benefits  for  all  types  of  beneficiaries  would 
be  increased  by  7i>  on  that  portion  of  the  benefit  that 
is  derived  from  the  first  ^00  of  average  monthly  wage 
(AMW).    ©lis  would  make  the  benefit  formula  underlying 
the  benefit  table  be  as  follows:    62.97^  of  the  first  $110 
of  AMW,  plus  22.90^  of  the  next  $290  of  AMW,  plus  21.4^  of 
the  next  $66  of  AMW  (the  maximum  AM/I  possible  being  ^66, 
based  on  annual  earnings  of  $5,600),  effective  retroactively 
to  January  1,  I965. 

(2)  The  underlying  basis  for  the  family  maximum  benefit  pro- 
vision would  be  changed  so  that  it  would  be  earnings-related 
at  all  earnings  leyels.  The  present  basis  is  the  smaller  of 
80^  of  AMW  or  $23k  (twice  the  maximum  Primry  Insurance 
Amount;  the  PIA  is  the  monthly  benefit  payable  to  a  worker 
retiring  at  or  after  age  65,  or  to  a  disabled  worker,  without 
considering  bene|*its  for  dependents),  but  in  no  case  less 
than  I2  times, the  PIA.    Under  the  proposed  basis,  the  dollar- 
limit  amount  ($25^)  would  be  eliminated,  and  instead  the 
maximum  would  be  determined  from  a  weighted  forraula--80^ 

of  the  first  $x  of  AMW,  plus         of  AMW  in  excess  of  $x 
(where  x  is  2/3  of  the  maximum  possible  AMW--i.e.,  l/l2  of 
the  maximum  annual  earnings  base),  effective  retroactively 
to  January  1,  I965. 

(3)  Coverage  would  be  extended  to  self-employed  doctors  and  to 
tips,  effective  January  1,  I966. 

(k)    The  maximum  earnings  bsise  would  be  increased  from  $if,800  to 
$5,600  per  year,  effective  January  1,  1966. 

(5)  The  contribution  schedule  and  the  allocations  to  the  Trust 
Funds  would  be  revised  in  the  manner  shown  in  Table  1. 

(6)  A  new  basis  of  reinibursing  the  Trust  Funds  for  the  cost  of 
noncontributory  military  service  wage  credits  (as  they  increase 
benefit  amounts)  would  be  provided — in  Essence,  by  spreading 
these  costs  in  equal  annual  installments  over  the  next  50 
years. 

Section  B  gives  the  basic  data  utilized,  the  assumptions  made,  and  the  com- 
putation procedure  in  regetrd  to  the  cost  estimates  for  the  hospitalization 
and  related  benefits.    Section  C  presents  the  cost  estimates,  along  with 
discussion  of  changes  made  in  the  hospitalization-benefits  cost  estimates 
in  recent  years.    Finally,  Section  D  outlines  the  problems  involved  in 
making  actuarial  cost  estimates  for  hospitalization  and  related  benefits. 


761-909  0-63— 2 
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Table  1 

EARNINGS  BASE,  CONTRIBUTION  RATES,  AND  ALLOCATIONS 
TO  TRUST  FUNDS  UNDER  H.R.  1 


Calendar 
Year 


1965^:/ 
1966-67 
1968-70 
1971  and  after 


Calendar 
Year 


Earnings 
Base 

$1^,800 
5,600 
5,600 
5,600 


Contribution  Rates 


Employer       Employee       Employe  r -Employee       Self -Employed 


1965^ 
1966 

1967 
1968 
1969-70 
1971  and  after 


k.23  8.50 
5.0  5.0  10.0 

5.2  5.2  10.1^ 

Allocation  Rates 


3M 

6A 
7.5 
7.8 


Employer -Employee  Contributions 
OASI  DI  HI 


Self -Employed  Contributions 
OASI  DI  HI 


6.75^ 

7.25 

7.07 

8.57 

8A5 

8.83 


.50^t 

.67 

.67 

.67 

.67 

.67 


,60% 

.76 

.76 

.90 

.90 


5.025lt 
5.1^75 
5.3275 
6.4275 
6.3225 
6.6225 


.3751^ 
.5025 
.5025 
.5025 
.5025 
.5025 


A5lt 

.57 

.57 

.675 

.675 


a/  Present  law  (combined  employer-employee  rate  in  future  years  is  schedtiled  as 
follows:    8.25^  in  1966-67  and  9.25^t  in  I968  and  after). 
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B«    Data,  Assumptions,  and  Procedures  in  Cost  Estimates  for  Hospitalization 
and  Related  Benefits  for  OASDI  Beneficiaries 


The  various  cost  factors  involved  for  each  of  the  types  of 
hospitalization  and  related  benefits  (such  as  probabilities  of  becoming 
hospitalized  and  average  length  of  hospitalization,  varying  by  age  and 
sex)  have  been  developed  by  the  Division  of  the  Actuary  in  collaboration 
with  the  Division  of  Research  and  Statistics.    These  factors  have  been 
applied  to  the  estimated  numbers  of  OASDI  eligibles,  which  are  available 
from  the  long-range  actuarial  cost  estimates  for  the  existing  cash-benefits 
system.    Ttie  latter  are  summarized  in  the  2^th  Report  of  the  Board  of 
Trustees  of  the  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  and  the 
Federail  Disability  Insurance  Trust  Fund,  pages  and  64-73  (H.  Doc. 

No.  2$6,  88th  Congress)  and  in  Actuarial  Study  No.  ^8;  the  general  assiinrp- 
tions  and  procedures  used  in  developing  them  are  described  in  Actuarial 
Study  No.  49. 

I.    Factors  Affecting  Hospitalization-Benefits  Costs 

Bie  elements  affecting  the  costs  of  hospitsLLization  benefits  may 
be  itemized  as  follows: 

(1)  Number  of  eligible  beneficiaries  and  their  age -sex 
composition; 

(2)  Rates  of  hospital  admission; 

(3)  Average  duration  of  hospitalization; 

(k)    Average  daily  per  capita  hospital  costs;  and 

(5)    Effect  of  maximum-duration  and  deductible  provisions. 

Hospitalization-benefit  costs  for  various  future  years  are  obtained 
by  multiplying  the  estimated  number  of  eligibles  by  a  factor  representing 
the  average  annual  per  capita  cost  of  hospitalization  (eifter  taking  into 
account  any  maximum-duration  and  deductible  provisions).    This  is  done 
separately  by  sex  and  by  age  groups,  since  hospital  utilization  varies 
significantly  by  age  and  sex.    The  per  capita  hospitalization- cost  factor 
is  derived  in  relation  to  all  eligibles  in  the  age-sex  group,  including 
those  who  are  not  hospitalized.    The  age-sex  composition  of  the  eligible 
group  will  vary  over  the  years.    For  this  reason,  the  average  per  capita 
cost  for  the  total  group  of  noninsured  persons  eligible  for  HI  benefits 
is  significantly  higher  than  for  the  insxjred  group  (since  the  former  has 
a  much  higher  age  distribution) . 

The  per  capita  hospitalization- cost  factor  consists  of  two  elements, 
the  average  length  (in  days)  of  compensable  hospitalization  (considering 
all  eligibles,  and  including  the  effect  of  any  deductible,  as  well  as  any 
maximum-duration  provisions)  and  the  average  daily  cost  of  hospitalization 
(including  both  room  and  board,  and  all  other  hospital  services — averaged 
out  on  a  daily  basis). 
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II.    Average  Hospital  Utilization 

First,  considering  the  element  of  average  hospital  utilization, 
the  basic  procedure  Is  to  make  the  detailed  calculations  for  a  60-day 
maximum  provision  and  then  to  modify  the  overall  results  for  the  differ- 
ences in  the  provisions  of  the  particular  proposal.    The  beislc  data  used 
for  these  cost  estimates  axe  presented  in  Table  2,  which  shows  hospital 
utilization  rates  on  both  low -cost  and  high -cost  bases.    The  "hospital 
utilization  rate"  is  defined  as  the  average  number  of  hospital  days  ex- 
perienced per  pierson  exposed  to  risk.    In  other  words,  such  rates  are  the 
result  obtained  by  multiplying  the  proportion  of  persons  experiencing 
hospitalization  by  the  average  duration  of  hospitalization  for  those 
hospitalized. 

(a)    Source  of  Basic  Data 

The  basic  data  are  from  the  1957  Survey  of  Beneficiaries  conducted 
by  the  Social  Security  Administration,  but  with  modifications  to  recognize 
that  the  availability  of  benefits  will  result  in  greater  utilization  than 
that  reported  in  the  Survey.    In  addition,  the  basic  data  have  been  ad- 
justed upward  to  allow  for  hospitalization  of  persons  dying  during  the 
year,  who  were  not  reported  in  the  Survey. 

The  adjustments  for  the  availability  of  hospitsLllzatlon  benefits  were 
made  in  the  following  manner  (dgacribed  in  more  detail  on  pages  77-78  of 
the  1959  Hospitalization  Report-' ).    For  the  high -cost  estimate,  the  ad- 
mission rate  used  was  the  same  as  the  rate  reported  in  the  Survey  for 
those  with  insurance  (approximately  60^  higher  thaji  the  reported  rate 
for  those  without  Insurance).    The  average  duration  of  hospitalization 
for  the  high -cost  estimate  was  taken  to  be  the  same  e^s  that  reported  in 
the  Survey  for  those  with  insurance  and  those  without  Insurance  combined 
(the  average  duration  for  the  latter  category  was  about  50^  higher  than 
for  the  fonner)--thls  assumption  is,  of  course,  a  "conservative"  one. 

For  the  low-cost  estimate,  the  hospital  utilization  ra*e  was 
obtained  by  weighting  such  rate  for  insxired  persons  in  the  Survey  by  the 
proportion  of  Insured  persons  and  by  weighting  the  average  hospital  utiliza- 
tion rate  for  all  persons  in  the  Survey  (about  5^  higher  than  the  actual 
experience  for  the  uninsured  group)  by  the  proportion  of  those  in  the  Survey 
without  instcpance.  Also,  a  downward  adjustment  of  the  hospital  utilization 
rate  was  made  for  men  aged  65-69  to  reflect  the  fsict  that  utilization  is 
substantially  lower  among  employed  persons  than  among  retired  persons 
(a  large  proportion  of  the  ellgibles  in  this  age  group  will  be  employed). 
In  connection  with  the  latter  point,  it  should  be  noted  that  the  beneficiary 
group  surveyed  consisted  of  retired  persons;  thus,  making  no  such  down- 
ward adjustment  in  the  high -cost  estimate  added  an  element  of  conservatism. 
Operating  in  the  other  direction,  however,  is  the  fsictor  that  utilization 
of  the  proposed  health  benefits  by  persons  with  insursmce  in  the  past  may 
be  somewhat  increased  because  of  the  greater  protection  available  in  many 


c/    "Hospitalization  Insurance  for  OASDI  Beneficiaries",  a  Report  Sub- 
mitted to  the  Committee  on  Ways  and  Means  by  the  Secretary  of  Health, 
Education,  and  Welfare,  April  3,  1959. 
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Table  2 


HOSPITAL  imLIZAZEON  RAIEES  FOR  OASDI  BEDTEFICIARIES  AGED  65  AM5  OVER, 
60 -DAY  MAXIMJM,  ACCORDnJG  TO  1957  BENEFICIARY  SURVEY 
(average  days  per  person  per  year) 


Age 
Group 


Low -Cost  Estimate 


Before  Cor- 
rection for 
Decedents 


Correc - 
tion  for 
Decedents 


Cor- 
rected 
Rate 


High -Cost  Estimate 
Before  Cor-       Correc-  Cor- 
rection for     tion  for     /  rected 


Decedents 


Decedents- 


Rate 


Men 


65-69 

70-7^^ 
75  and  over. 
65  and  ove 


1.59 
1.66 

1.85 


.93 
.55 


1.95 

5.57 

2,k0 


2.18 
2.01 
3.1+6 
2.1+9 


.60 
1.17 
.69 


2.61 
2.61 

4.65 
3.18 


Women 


65-69 

70-71+ 
75  and  over 
65  and  ove 


1.59 

2.1+2 

2.53 
2.09 


.20 
.31 

.78 
.38 


1.79 
2.73 
3.31 
2.1+7 


1.73 
2.65 
3.11 
2.36 


.25 
.58 
.97 
.1^7 


1.98 
3.03 
1+.08 
2.83 


65  and  ove 


1.97 
(2.08) 


Total  Persons 

.47  2.1+1+  2.1+3 

(.52)         (2.60)  (2.57) 


.58 
(.66) 


5.01 
(3.23) 


a/    ^sed  on  average  stay  of  8  days  for  low-cost  estimate  and  10  days  for  high-cost 
estimate  and  on  death  rates  from  U.  S.  Total  Population  Life  Tables  for  I9I+9-5I. 

b/    Obtained  by  weighting  the  rates  by  age  and  sex  by  the  estimated  OASDI  "eligible" 

population  as  of  the  beginning  of  I96O.    Figures  in  parentheses  are  based  on 

weighting  by  the  stationary  pop\ilation  of  the  U.  S.  Total  Population  Life  Tables 
for  I9I+9-5I. 

^ote:    The  figures  shown  above  for  "corrected  rates"  are  the  same  (except  for  one 

correction)  as  those  in  the  table  on  page  101  of  the  1959  Hospitalization 
Report . 
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instances  (where  tha  deductible  does  not  have  an  offsetting  effect).  Also, 
the  Sur\'-ey  data  included  hospital  utilization  in  Veterans  Administration 
hospitals;  this  factor  results  in  an  overstatement  of  the  estimated 
utilization  that  would  arise  under  HI  proposals,  since  a  significant 
proportion  of  persons  would  continue  to  use  the  VA  facilities  (the  use  of 
which  involves  no  cost  to  the  individual  for  deductibles  or  maximum 
limits  and  which  also  provide  free  medicaJ.  care),  rather  than  draw  the 
HI  benefits. 


The  assumptions  in  the  low-cost  estimate  produce  costs  only  slightly 
above  the  Beneficiary  Survey  experience.    This  basis  seems  plausible  for 
the  near-future  (and  is  used  in  the  cost  estimates  in  the  first  few  yeaj:*s). 
For  the  long-range  future,  this  low-cost  assumption  may  be  said  to  give 
recognition  to  the  possibility  of  success  of  current  efforts  for  progressive 
patient  care,  for  reductions  in  hospitalization  costs  resulting  from  de- 
velopment of  outpatient  hospital  diagnostic  facilities,  and  for  progressive 
cost-reducing  trends  in  medical  practice. 

(b)    Comparison  of  Basic  Data  with  Those  from  Other  Sources 

Hospital  utilization  data  from  the  National  Health  Survey,  for  July  1958 
to  June  i960  ("Hospital  Discharges  and  Length  of  Stay;    Short-Stay  Hos- 
pitals, United  States,  I958-I96O",  Health  Statistics  from  the  U.  S. 
National  Health  Survey,  Series  B  -  No,  32,  April  1962,  Public  Health  Service, 
U.  S.  Department  of  Health,  Education,  and  Welfare),  have  been  used  to  de- 
velop utilization  rates  compsirable  with  those  obtained  from  the  Beneficiary 
Survey  data.    These  data  for  hospital  utilization  rates  (average  days  per 
person  per  year)  are  shown  in  the  following  table  (without  adjustment  for 
decedents ) : 


Category 


Men,  aged  65-74 
Men,  aged  75  and  over 
Women,  aged  65 -7^ 
Women,  aged  75  and  over 

Total,  aged  65  and  over 


National  Health  Survey 
As  Shown     Adjusted  to  / 
in  Report    60-day  Maximum^ 


2.5^ 
2.78 
1.61 
2.18 


M9^ 


2.21 
2.42 
1,40 
1.90 

1.91 


Low -Cost 
Estimate 
from  Table  2 

1.62^ 

1.94^ 
2.55 


1.9 


9^ 


a/  Based  on  total  hospital  utilization  with  no  maximum  limitation 
being  15^  higher  than  with  60-day  maximum. 

b/  Obtained  by  weighting  the  rates  by  age  (and,  where  applicable, 
by  sex)  by  the  estimated  OASDI  "eligible"  population  as  of  the 
beginning  of  I96O, 
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In  the  aggregate,  the  hospital  utilization  rates  derived  from  the  NHS 
data  are  very  close  to  those  developed  from  the  1957  Beneficiary  Survey 
on  the  "low-cost"  basis.    Furthermore,  it  should  be  noted  that  the  NHS 
data  have  some  Mpvraxd.  bias  since  they  include  utilization  of  Federal 
hospitals,  which  would  not  be  covered  under  the  bill  (about  10^  of  all 
hospital  days — for  persons  of  aJ.1  ages — were  in  Federal  hospitals). 

Hospital  utilization  data  have  also  been  derived  from  the  I963 
Survey  of  the  Aged.    The  scope  of  this  Survey  is  described  in  an  article 
by  Lenore  A.  Epstein,  "Income  of  the  Aged  in  I962:    First  Findings  of 
the  1963  Survey  of  the  Aged",  Social  Security  Bulletin,  March  196^+. 
A  considerable  amount  of  the  findings  in  regard  to  hospitalization  is 
contained  in  an  article  by  Dorothy  P.  Rice,  "Health  Insurance  Coverage 
of  the  Aged  and  Their  Hospital  Utilization  in  I962:    Findings  of  the 
1963  Survey  of  the  Aged",  Social  Security  Billetin,  July  196k,    In  order 
to  make  a  valid  comparison  with  the  hospital  utilization  data  that  are 
used  in  these  cost  estimates,  the  data  from  the  Survey  of  the  Aged  have 
been  adjusted  so  that  hospitalization  in  short-stay  hospitals  that  is  in 
excess  of  90  days  has  been  eliminated. 

Table  5  compares  the  hospital  utilization  rates  for  OASDI  bene- 
ficiaries aged  65  and  over  as  derived  from  the  Survey  of  the  Aged  (with- 
out correction  for  decedents)  according  to  whether  the  individuals  had 
insurance.    Unlike  previous  studies,  there  appeared  to  be  no  significant 
difference  in  hospital  utilization  depending  upon  whether  or  not  the  in- 
dividual had  insurance.    For  men,  the  weighted  rate  for  all  ages  combined 
was  virtually  the  same  as  between  those  that  had  insurance  and  those  that 
did  not  have  insurance.    Although  the  aggregate  rate  for  women  with  in- 
surance was  about  20^  higher  than  for  women  without  insurance,  this  was 
apparently  due  to  the  sizable  differential  for  age  group  80-84;  in  fact 
for  three  of  the  other  four  age  groups  the  "without  insurance"  category 
showed  higher  utilization. 

Table  ^4-  presents  the  hospital  utilization  rates  for  OASDI 
beneficiaries  aged  65  and  over  for  the  data  from  the  Survey  of  the  Aged, 
combining  the  data  for  those  with  and  without  insurance.    The  intermedi- 
ate correction  for  decedents  is  made  in  order  to  obtain  corrected  rates 
that  will  be  on  a  comparable  basis  with  those  shown  in  Table  2.  The 
aggregate  weighted  utilization  rate  is  3»15  days,  but  this  should  be 
further  adjusted  because  of  the  90-day  limit,  since  in  Table  2  the  data 
are  based  on  a  60-day  limit.    When  such  an  adjustment  is  made  for  Table  3> 
the  utilization  rate  becomes  2.89  days.    This  is  about  10^  higher  than 
the  utilization  rate  in  Table  2  based  on  the  low-cost  estimate  (taking 
the  comparable  weighted  average  on  the  ba^is  of  the  stationary  population 
of  the  U.S.  Total  Population  Life  Tables  for  19^9-51)  and  is  slightly 
lower  than  the  intermediate -cost  estimate  based  on  the  data  in  Table  2 
(a  utilization  rate  of  2.92  days,  being  the  average  of  2.60  days  and 
3.23  days). 

In  the  aggregate,  it  may  be  said  that  the  hospital  utilization  rates 
derived  from  the  I963  Siirvey  of  the  Aged  are  very  close  to  those  developed 
from  the  1957  Beneficiary  Survey,  which  are  used  a^  the  fundamental  basis 
of  the  cost  estimates  in  this  report.    Again,  it  should  be  pointed  out 
that  there  is  a  certain  margin  of  safety  in  the  utilization  rates  devel- 
oped from  both  the  Beneficiary  Survey  and  the  Survey  of  the  Aged.  The 
data  for  these  rates  are  based  on  the  experience  of  beneficiaries 


Table  5 


COMPAEISON  OF  HOSPITAL  UTILIZATION  RATES  FOR  OASDI  BENEFICIARIES  AGED  65  AND  OVER, 
90-DAY  MAXIMUM,  SUBDIVIDED  BY  WHETHER  WITH  INSURANCE,  ACCORDING  TO  I965  SURVEY  OF  THE  AGED 

(average  days  per  person  per  year) 


 Men    Women  

Age   With  Insurance  Without  Insurance  With  Insurance  Without  Insurance 

65-69  1.77  2.52                        2.55  1.85 

70-7^  5.^9  2A2                        2.05  2.08 

75-79  2.68  2.50                       2.67  3.00 

80-84  5.^+6  3.81                       If. 63  2.08 

85  and  over  2.12  3.69                        2.12  2.63 

65  and  over?/  2.63  2.61|-                        2.68  2.2k 


a/  Based  on  age  distrihution  of  stationary  population  in  U.S.  Total  Population  Life 
Tables  for  19'+9-51. 
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Table  k 


HOSPITAL  OnLIZATION  RATES  FOR  OASDI  BENEFICIARIES  AGED  65  MD  OYER, 
90-DAY  MAXIMUM,  ACCORDING  TO  I963  SURVEY  OF  THE  AGED 
(average  days  per  person  per  year) 

a/ 

Age  Survey  Rate  Correction  for  Decedents-^  Corrected  Rate 

Men 

65-69               2.01                                   ,37  2.38 

70-74               3.00                                 .54  3.54 

75-79              2.59                                .78  3.37 

80-84              3.66                             1.13  4.79 

85  and  over          2.65                               2.04  4.69 

65  and  ove           2.62                               .68  3,30 

Women 

65-69              2.16                                 .23  2,39 

70-74              2.06                                .38  2.44 

75-79              2.82                                .61  3.43 

80-84              3.29                               .96  4.25 

85  and  over         2.55                              1.84  4,37 

65  smd  ove           2.44                               .59  3.03 

Total  Persons 

65  and  ove           2.52                                .63  3»15 


a/    Based  on  average  stay  of  9  days  and  on  death  rates  from  Us  S«  Total  Population 
Life  Tables  for  1949-51. 

b/    Based  on  age  distribution  of  stationary  pop^ilation  in       Ss  Kstal  Population 
Life  Tables  for  1949-51. 


761-909  0-65— 3 


-  11  - 


receiving  cash  benefits,  whereas  the  beneficisiries  under  the  proposed  HI 
program  would  also  include  active  workers  and  their  eligible  spouses  aged 
65  and  over  (who,  on  the  average,  sure  younger  and  in  better  heeilth  than 
the  retired  beneficiaries).    Also,  the  data  in  the  surveys  include  utiliza- 
tion of  Federal  hospitals,  which  would  not  be  covered  under  the  bill, 

(c)    Modification  of  Survey  Data  to  Allow  for  Decedents 

The  hospital  utilization  rates  derived  from  the  Beneficiary  Survey, 
modified  as  described  above  to  allow  for  the  effect  of  benefits  being 
available  as  a  right,  must  be  corrected  to  allow  for  hospitalization  used 
by  persons  dying  during  the  survey  year,  who  were  not  included  in  the 
Survey.    For  both  cost  estimates,  this  correction  was  obtained  for  each 
age -sex  group  by  applying  to  the  estimated  proportion  dying  in  a  year  an 
assumed  average  number  of  days  of  hospitalization  for  decedents  (8  days 
for  the  low-cost  estimate  and  10  days  for  the  high -cost  estimate).  As 
Indicated  by  Table  2,  the  relative  size  of  this  correction  naturally  varies 
considerably  by  age  and  sex.    For  both  cost  estimates,  the  correction 
amounts  to  about  2^^  of  the  rate  derived  from  the  Beneficiary  Survey  for 
all  ages  combined,  but  it  is  as  little  as  about  15^  for  women  aged  65-69  and 
as  much  as  J>yjo  for  men  aged  75  and  over.    The  absolute  amount  of  the  cor- 
rection for  decedents  averages  .53  days  for  a  cost  estimate  intermediate 
between  the  low-cost  and  high -cost  ones. 

An  extensive  study  on  the  general  subject  of  correcting  hospital 
utilization  rates  derived  from  surveys  so  as  to  allow  for  decedents  has 
been  conducted  by  the  Public  Health  Service,  based  on  data  from  New  Jersey, 
New  York,  and  Pennsylvania  during  1957.    ( "Hospital  Utilization  in  the  Last 
Year  of  Life ,  "  Health  Statistics  from  the  U.S.  National  Health  Sirrvey, 
Series  D  -  No.  3,  January  I96I).    On  the  whole,  after  modifications  to 
obtain  comparability,  the  resxilts  of  this  survey  agree  reasonably  well  with 
the  adjustments  made  in  the  cost  estimates  for  the  effect  of  the  exclusion 
of  decedents  from  the  Beneficiary  Survey. 

The  aforementioned  NHS  report  shows    that  for  persons  aged  65  and 
over,  the  unadjusted  utilization  rate  was  1.67  days  per  person  per  year, 
while  the  rate  adjusted  for  decedents  was  2.53  days.    Oliis  is  a  difference 
of  .66  days,  or  a  relative  increase  of  39^^.  absolute  correction  for 

decedents  of  .66  days  in  the  NHS  report  is  somewhat  higher  than  used  m 
these  cost  estimates  (.53  days  on  the  basis  of  the  current  age-sex  dis- 
tribution of  the  eligibles).    Uie  correction  based  on  NHS  data,  however, 
did  not  include  the  effect  of  a  60-day  maximum,  which  of  course  would  have 
the  effect  of  reducing  the  absolute  correction  (in  days)  and  also  the 
unadjusted  utilization  rate.    Furthermore,  it  was  derived  from  a  popula- 
tion that  is  somewhat  older  on  the  average  than  the  present  OASDI  eligible 
population  (which  includes  those  who  are  not  current  beneficiaries  because 
of  the  retirement  test),  since  the  latter  includes  a  higher  proportion  of 
the  total  aged  population  at  the  ages  just  beyond  65  than  it  does  at  the 
oldest  ages. 
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The  percentage  increase  due  to  this  correction  factor  was  higher  in 
the  NHS  report  than  in  these  cost  estimates  (39^  vs.  2^^),  both  because 
of  the  foregoing  two  elements  ajid  because  the  absolute  increase  of  the 
"decedent"  adjustment  (in  terms  of  days)  was  measured  against  a  lower  un- 
adjusted rate,  computed  solely  on  the  basis  of  reported  experience  of 
persons  alive  at  date  of  interview  (namely,  1»67  days  in  the  KHS  report 
as  compared  with  the  2.21  days  in  the  Beneficiary  Survey).    Current  NHS 
statistics  on  hospital  utilization  by  the  population  alive  at  date  of 
interview  are  higher  than  formerly  reported— as  a  consequence  of  the  im- 
proved data-collection  procedures  now  followed.    Accordingly,  when  measured 
against  this  higher  base,  the  days  used  by  decedents  would  raise  the 
estimated  days  used  by  all  the  aged  (derived  from  the  experience  of  sur- 
vivors) by  a  significantly  lower  aamnt  than  especially  after  further 
adjustment  for  a  60-day  limit  and  for  age  distribution.    Therefore,  the 
use  of  a  24^  correction  factor  for  the  data  used  in  this  Study  appears 
reasonable . 

As  a  further  point  of  comparison,  the  NHS  data  shows  that  the 
average  number  of  days  of  hospitalization  per  decedent  is  9 •57'  After 
allowing  for  the  effect  of  the  60-day  maximum,  this  tends  to  confirm  the 
assumption  in  these  cost  estimates  of  8  days  for  the  low-cost  estimate  and 
10  days  for  the  hi^-cost  estimate. 

A  growing  body  of  additional  data  on  hospitalization  experience  of 
persons  siged  65  and  over,  subdivided  by  heeilth-insurance  ownership  and 
other  relevant  characteristics,  is  available  from  the  National  Health 
Survey.    In  some  respects  these  findings  are  at  variance  with  those  from 
the  Beneficiary  Survey,  partly  because  of  the  later  time  period  and  differ- 
ing population  groups  represented,  and  pajrbly  because  of  differences  in 
survey  techniques.    On  balance,  the  present  cost  estimates  would  be  little 
changed  if  NHS  data  were  substituted  for  corresponding  Beneficiary  Survey 
data. 

(d)    Effect  of  Various  Maximum-Duration  Provisions 

The  foregoing  discussion  has  related  to  the  derivation  of  hospital 
utilization  rates  on  the  basis  of  a  60-day  maximum  provision.    It  is  as- 
sumed that  such  rates  apply  with  equal  accuracy  whether  the  maximiim  relates 
to  a  csdendar  year,  a  benefit  year,  or  a  benefit  period  as  defined  in  the 
bill.    Proceeding  from  those  basic  cost  factors,  modifications  have  been 
mauie  for  proposals  considered  from  time  to  time  in  the  past  that  have  had 
different  maximum-duration  periods  or  that  introduced  deductibles  (whether 
expressed  in  terms  of  the  first  "n"  days  of  hospitalization,  a  flat  dollar 
deductible  regardless  of  length  of  hospitalization,  or  a  uniform  dollar 
deductible  per  day  for  the  first  "n"  days  of  hospitalization). 

T5ie  relative  effect  on  the  cost  factors  of  increasing  the  maximum 
duration  of  benefits  from  60  days  to  various  other  durations  is  as  follows: 
90  days  -  9^;  120  days  -  10|^;  I80  days  -  12^;  and  56O  days  -  15^.  Con- 
versely, if  the  maximum  duration  is  reduced  from  60  days  to  21  days,  the 
cost  is  lowered  by  15^.    IHiese  factors  have  been  derived  from  consideration 
of  data  from  the  National  Health  Survey  and  from  private  insurance  experiences. 
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In  considering  the  cost  effects  of  maximum-duration  and  deductible 
provisions  on  hospitsilization-cost  factors,  it  is  necessary  to  have  what 
is  termed  a  hospitalization  continuance  table  applicable  to  the  particular 
beneficiary  group  involved.    Such  a  table  for  persons  aged  65  and  over 
was  derived  from  data  from  the  National  Health  Surrey  ("Hospitalization: 
Patients  Discharged  from  Short-Stay  Hospitals,  United  States,  July  1957- 
June  1958",  Health  Statistics  from  the  U.S.  National  Health  Survey, 
Series  B  -  No.  7,  December  195^,  Public  Health  Service,  U.S.  Department 
of  Health,  Education,  and  Welfare)  and  is  summarized  in  Table  5. 

III.    Average  Daily  Cost  of  Hospitalization 

The  second  element  in  hospitalization-benefit  cost  estimates  is  the 
average  daily  cost  (including  both  room  and  board  and  other  hospital  costs). 

(a)    Past  Increases  in  Hospital  Costs  and  in  Earnings 

Table  6  presents  a  summary  comparison  of  the  annual  increases  in 
hospital  costs  and  the  corresponding  increases  in  earnings  that  have 
occurred  since  195^  and  up  through  1963« 

The  annual  increases  in  earnings  are  based  on  those  in  OASDI  covered 
employment,  as  indicated  by  first  quarter  taxable  earnings,  which  by  and 
laurge  are  not  affected  by  the  maximum  taxable  earnings  base.    The  data  on 
increases  in  hospital  costs  are  based  on  a  series  of  average  daily  costs 
(including  not  only  room  and  boeird,  but  also  other  charges)  as  prepared  by 
the  American  Hospital  Association. 

The  annual  increases  in  earnings  have  fluctuated  somewhat  over  the 
10-year  period,  although  there  have  not  been  too  large  deviations  from 
the  avereige  annual  rate  of  ^,0%;  no  upward  or  downward  trend  over  the 
period  is  discernible.    "Hie  annual  increases  in  hospital  costs  likewise 
have  fluctuated  from  yeau:  to  year  around  the  average  annual  rate  of  6.7^; 
the  increases  in  the  last  2  years  were  relatively  low  as  compared  with 
previous  years. 

Hospital  costs  then  have  been  increasing  at  a  faster  rate  than  earn- 
ings.   The  differential  between  these  two  rates  of  incresise  has  fluctuated 
widely,  being  as  high  as  somewhat  more  than       in  some  years  and  as  low 
as  a  negative  differential  of  about  1^  In  1956  (with  the  next  lowest  dif- 
ferential being  a  positive  one  of  about  1^  in  I962).    Over  the  entire 
10-year  period,  the  differential  between  the  average  annual  rate  of  In- 
crease In  hospital  costs  over  the  average  annual  rate  of  increase  in 
earnings  was  2.7^» 

It  is  conservative  to  assume  that  earnings  will  increase  in  the  future  at 
about  3^  per  year.    It  Is  difficult — and  perhaps  Impossible — to  predict 
precisely  what  the  corresponding  increase  in  hospital  costs  will  be.  It 
woiild  appear  that,  at  the  least,  hospital  costs  would,  on  the  average, 
increase  perhaps  2^  per  year  more  than  earnings  for  a  few  years  and  that 
at  the  most,  hospital  costs  would  Increase  in  the  near  future  at  an  average 
annuauL  rate  that  Is  3^  In  excess  of  that  for  wages.    It  is  recognized,  of 
course,  that  these  "minimum"  and  "majdmum"  assumptions  result  In  a  relatively 
wide  spread  in  the  cost  estimates  for  hospital  insurance  proposals  if  the 
estimates  are  carried  out  for  a  number  of  years  into  the  future. 
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Table  6 


COMPARISON  OF  ANNUAL  INCREASES  IN  HOSPITALIZATION  COSTS  AND  IN  EARNINGS 

 Increase  Over  Previous  Year  

Average  Earnings  Average  Daily 


Calendar                     in  Covered  Hospitalization 
Year  Bnployment   Costs 


1955  5.8^  6.5^ 

1956  5.7  i^.5 

1957  5.5  -  7.7 

1958  5.5  "  8.6 

1959  3.5  6.8 

1960  k.3  6.8 

1961  5.1  8.5 

1962  k,2  5.5 

1963  2.U  5.6 

Average^  k,0  6.7 


a/    Rate  of  increase  compounded  annually  that  is  equivalent  to  total  relative 
increase  from  195^  to  1963. 
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(b)    Assumptions  In  Cost  Estimates  Made  Before  I963 


The  1959  Hospitalization  Report  derived  a  figure  of  $21  a  day  for 
persons  aged  65  and  over  in  1956  (see  pp.  79-80 ).    15ils  figure  was  used 
as  the  basis  for  the  long-ramge  actuarial  cost  estimates  made  for  that 
Report,  since  all  the  actuarial  cost  estimates  for  the  OASDI  system  made 
at  that  time  used  the  1956  general  eeirnings  level.    The  figure,  however, 
was  adjusted  upward  by  l4^  (to  $2k)  to  take  into  account  the  fact  that, 
before  1956,  hospital  charges  had  been  Increasing  more  rapidly  than  the 
genersuL  wage  level  and  would  probably  do  so  for  at  least  a  few  more 
years.    The  basis  of  the  ik^l)  increase  was  the  assumption  that  over  the 
next  ^  or  5  years  after  1956,  hospital  charges  might  Increase  at  an 
average  rate  of  about  6^  (perhaps  7-8^  in  the  beginning  and  lessening 
amounts  thereafter)  before  an  assumed  leveling-off  so  as  to  have  the  same 
rate  of  increase  as  the  general  wage  level.    It  should  be  noted  that  by 
"leveling  off"  is  meant  that  such  effect  would  occur  as  an  average  trend 
in  the  future  period,  and  not  exactly  in  each  and  every  year.    Thus,  during 
this  short-rxin  period,  the  cost  estimates  made  in  1959  assumed  that  the 
"real  increase"  of  hospital  costs  in  relation  to  the  general  wage  level 
might  begin  at  3-^^  a-  y^r  and  then  decline,  so  that  a     cumulative  relative 
increase  of  lU^  would  precede  the  leveling-off  at  the  end  of  the  k-3  year 
period. 

An  analjrblcal  study  was  made  in  1959  as  to  the  reasonableness  of 
assuming  that  after  this  lU^  relative  Increase,  there  would  be  a  leveling- 
off  as  between  hospitalization  costs  and  the  general  wage  level.  The 
data  seemed  to  indicate  that  in  the  years  since  World  War  II,  hospital 
daily  costs  have  been  increasing  in  a  llneau:  manner  (at  a  rate  of  about 
$1.60  per  year),  and  that  wage  rates  have  been  increasing  geometrically. 
Accordingly,  althoxigh  in  the  recent  past  the  difference  between  these  two 
trends  series  has  been  about  5-^^^  per  year,  this  difference  seeiMd  to  be 
declining  somewhat. 

In  early  I962,  the  long-range  cost  estimates  for  the  hospitalization 
benefits  were  again  re-examined,  this  time  on  the  basis  of  the  I96I  earn- 
ings levels  and  with  consideration  of  the  relative  recent  trends  of  hos- 
pital costs,  taxable  wages,  and  total  wages.    In  brief,  the  results  of 
this  reconsideration  were  that  both  hospital -benefit  costs  and  the 
"savings"  to  the  OASDI  system  from  raising  the  earnings  base  were 
Increased — the  former  rising  somewhat  more  than  the  latter. 

The  long-rsuage  cost  estimates  of  Actuarial  Study  No.  57  were 
based  on  level -earnings  assumptions,  at  the  I96I  level.    Another — and 
equally  acceptable — way  of  describing  the  earnings -assumption  basis  of 
these  long-range  cost  estimates  Insofar  as  the  resulting  level-cost 
figures  are  concerned  is  to  state  that  they  are  based  on  the  assumption 
that  if  earnings  rise,  the  deductible  provisions  and  the  earnings  base 
will  be  kept  up-to-date  with  their  relative  positions  in  196I.  Such 
assumed  keeping  up-to-date  would  not,  of  course,  have  to  be  done  every 
year  in  the  future  that  earnings  rose,  but  would — in  order  to  be  consis- 
tent with  the  cost -estimate  as sumptions --have  to  be  done  at  Intervals  of 
every  few  years,  when  such  rises  in  earnings  occur.    It  should  be  strongly 
emphasized  that  the  savings  resulting  in  the  cash-benefits  portion  of  the 
system  when  earnings  rise  and  when  the  earnings  base  is  increased  would 
not  need  to  be  used  to  keep  the  HI  portion  of  the  system  soundly  financed, 
but  rather  the  need  would  be  fulfilled  by  having  the  HI  contribution  rate 
applied  to  a  larger  taxable  payroll. 
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Further,  it  may  be  noted  that,  for  at  least  a  number  of  years,  the 
financial  soundness  of  the  program  as  determined  under  level -earnings 
assumptions  would  be  maintained  even  though  the  earnings  base  and  the 
deductibles  vere  not  kept  up-to-date  if  the  ga,ins  resulting  under  the 
QA.SDI  cash-benefits  pcjortion  of  the  system  as  -wages  rise  vere  used., 
at  least  in  part,  to  offset  the  increased  cost  (as  a  percentage  of  tsixable 
payroll)  arising  for  the  hospited -benefits  portion  of  the  system  and  that 
hospital -benefit  costs  do  not  increase  more  than  OASDI  cash-benefit  costs 
decrease.    This,  however,  would  require  repeated  legislative  action  to 
increase  the  allocation  rates  for  the  HI  Trust  Fund  and  at  the  same  time 
to  decrease  correspondingly  the  allocation  rates  for  the  OASI  and  DI  Trust 
Funds.    If  this  practice  is  followed,  it  would  mean  that  over  the  long 
run  there  would  not  be  available  sufficient  funds  for  the  cash  benefits 
to  be  kept  up-to-date  with  changing  earnings  levels. 

At  this  point,  it  may  be  worthwhile  digressing  to  discuss  the 
effect  on  the  cost  of  the  OASDI  cash  benefits  of  increasing-earnings 
trends.    The  benefit  formula  is  "weighted"  so  that  relatively  higher 
benefits  are  paid  to  those  with  lovr  earnings  than  to  those  with  higher 
ones.    For  example,  under  present  law  the  primary  benefit  for  an  average 
monthly  wage  of  $300  is  $105  per  month  (or  35 'O^  of  average  wage),  while 
the  corresponding  benefit  for  an  average  monthly  wage  of  $360  is  $ll8 
per  month  (32.8^  of  average  wage).    Thus,  for  an  average  wage  that  is 
20^  higher,  the  primary  benefit  increases  only  12.4^.    The  effect  on  the 
financing  of  the  program  is  evident,  since  contributions  increase  directly 
proportionately  with  increases  in  covered  earnings,  whereas  benefits  rise 
less  than  proportionately.    In  addition,  there  is  the  decreasing -cost 
effect  that  results  from  the  la^  involved  when  earnings  levels  rise,  since 
the  average  wage  is,  in  essence,  a  lifetime  one  and  thus  is  affected  by  the 
lower  earnings  levels  of  the  past. 

The  long-range  actuarial  cost  estimates  for  the  OASDI  system  always 
have  assumed  that  earnings  would  be  level  in  the  future  at  about  the 
level  currently  prevailing  at  the  time  the  estimates  were  made.  It 
ha^  been  recognized  that  if  earnings  levels  rise  in  the  future — as  they 
have  in  the  past — the  benefit  level  and  the  taxable  earnings  base  will 
undoubtedly  be  modified.    Rising  earnings  will  automatically  "generate" 
savings  to  the  system  that  can  be  utilized  for  such  purposes  as  keeping 
it  up-to-date,  although  the  savings  may  not  be  sufficient  to  do  this 
completely. 

Another  factor  that  results  in  "automatic  generation"  of  savings 
to  the  OASDI  system  of  cash  benefits  is  the  effect  of  raising  the  earnings 
base  for  tax  and  benefit -computation  purposes.    The  reason  for  this  effect 
is  also  due  to  the  "weighted"  nature  of  the  benefit  formula.    Such  changes 
have  been  made  a  number  of  times  in  the  past-' for  the  purpose  of  keeping 
this  element  of  the  program  up-to-date. 

d/    The  earnings  base  was  $3,000  during  1937-50,  $3,600  during  1951-5'^, 
and  $lf,200  during  1955-58,  and  it  has  been  $4,800  since  1959. 
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In  the  past,  the  savings  to  the  OASDI  system  resulting  from  the 
above  two  factors  (rising -earnings  levels  considered  alone,  smd  increases 
in  the  maximum  earnings  base)  have  been  utilized  to  keep  the  benefit 
structure  up-to-date  by  such  changes  as  increasing  the  general  benefit 
level,  adding  new  types  of  benefits,  and  liberalizing  existing  benefit 
provisions . 

(c)    Assuinptions  in  Cost  Estimates  Made  for  1963  Administration  Proposal 

In  the  long-range  cost  estimates  of  Actuarial  Study  No.  $7  the 
average  hospital  daily  cost  for  OASDI  beneficiaries  aged  65  ajid  over 
was  taken  to  be  $31«30  (on  the  basis  of  I96I  price  and  earnings  levels 
and  on  the  basis  of  the  I96I  age  and  sex  distribution  of  the  beneficiaries); 
this  includes  a  3^  allowajice  for  administrative  expenses  of  the  OASDI 
system  for  the  hospitalization  and  related  benefits  (as  discussed  sub- 
sequently).   This  average  hospital  daily  cost  is  adjusted  in  future  years 
for  the  changing  age-sex  distribution  of  the  beneficiary  roll  (thus,  allow- 
ing for  the  "aging"  of  this  group). 

The  figure  of  $31.30  was  derived  in  the  following  manner.  Hie 
average  hospital -expense  per  patient -day  in  short-term  general  and  special 
non -Federal  hospitals  for  I96I  was  estimated  by  the  American  Hospital  As- 
sociation at  $34.98  (see  Health,  Education,  and  Welfare  Trends,  1962  Edition 
U.  S.  Department  of  Health,  Education,  and  Welfare,  page  2h},    In  accordance 
with  adjustment  procedures  described  in  the  1959  Hospitalization  Report 
(page  79)  and  for  reasons  indic|,ted  subsequently  in  this  report,  this 
figure  should  be  reduced  by  13^^^ to  yield  the  estimated  average  reimbursable 
hospital  daily  cost  for  persons  aged  65  and  over.    The  resulting  figure  of 
$30.40  was  then  increased  by  3^  to  yield  the  hospital  daily  cost  for  persons 
aged  65  and  over,  including  alloweuice  for  swiministrative  expenses. 

It  should  be  pointed  out  that  the  foregoing  figure  for  the  average 
hospital  daily  cost  for  persons  covered  by  the  proposal  did  not  include 
an  allowance  for  a  "catching -up"  factor,  as  was  previously  done.    In  other 
words,  the  assumption  made  was  that,  following  I96I,  hospital  costs  would, 
on  the  average,  increase  no  more  rapidly  than  the  general  earnings  level 
(as  indicated  previously,  if  such  chajiges  do  occur,  then  it  is  further 
hypothesized  that  the  system  will  be  kept  up-to-date  insofar  as  the  maxi- 
mum earnings  base  and  the  deductibles  are  concerned).    Although  it  seemed 
likely  that  hospital  costs  would  increase  somewhat  more  rapidly  than  the 
general  earnings  level  in  the  next  few  yesurs,  it  was  presun»d  that  any 
such  differential  would,  over  the  long  run,  be  counterbalsmced  by  hospital 
costs  rising  less  rapidly  than  the  general  earnings  level  (thus  reflecting, 
although  not  nearly  to  the  same  extent  as  in  other  areas  of  economic 
activity,  some  productivity  gains  in  the  work    force  involved). 

ej    This  is  the  decrease  from  the  I956  figure  of  $24.15  in  the  AHA  series 
to  the  adjusted  figure  of  $21.00  used  for  OASDI  beneficiaries. 
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The  short-range  cost  estimates  in  Actuarial  Study  No.  37  assumed 
that  hospitalization  costs  would  increase  from  the  actual  I96I  level  at 
an  annual  rate  of  4^ — part  of  this  representing  the  increase  in  the  general 
earnings  level,  and  the  remainder  reflecting  the  higher  differential  rate 
of  increase  of  hospital  costs  relative  to  the  general  earnings  level.  The 
resulting  estimated  average  hospital  daily  costs  for  persons  aged  65  and 
over  who  eire  OASDI  beneficiaries,  exclusive  of  the  3^  allowance  for  ad- 
ministrative expenses,  were  $55,60  for  19^5  and  $57.00  for  I966.  The 
latter  figure  was  the  basis  for  the  rounded  figure  of  $37  that  was  the 
presumed  average  daily  hospital  charge  used  in  the  "l80-day  maximum 
hospital  duration"  alternative. 

The  foregoing  figures  for  average  hospital  daily  costs  for  OASDI 
beneficiaries  aged  65  and  over  are  not  completely  comparable  with  similar 
figures  in  the  annual  series  issued  by  the  American  Hospital  Association 
for  persons  of  all  ages  because  of  three  reasons: 

(1)  The  average  daily  cost  for  persons  aged  65  or  over  is  lower 
than  for  persons  of  all  ages.    The  hospitalization  experience 
data  on  which  the  cost  estimates  are  based  indicate  that, 

on  the  average,  persons  aged  65  or  over  have  significantly 
longer  durations.    Accordingly,  since  the  generally  high 
costs  for  hospital  extras  (such  as  use  of  operating  room, 
laboratory  tests,  etc.),  which  most  often  occur  in  the  first 
few  days  of  hospitalization,  are  averaged  over  longer  periods 
consisting  generally  of  room-and -board  costs  only  in  the  later 
days,  the  overall  average  will  be  lower  than  for  younger 
persons . 

(2)  Hie  reimbursable  costs  under  the  bill  would  not  include  all  the 
costs  that  go  into  the  AHA  figures  (such  as  those  for  research, 
outpatient  services,  and  public  dining  facilities). 

(5)    The  average  daily  cost  developed  by  the  AHA  is  based  on  all 
hospital  facilities — private  rooms,  semi -private  rooms,  and 
wards — ^whereas  the  various  HI  proposals,  in  essence,  provide 
semi -private  room  care. 

(d)    Assumptions  in  Cost  Estimates  Made  for  Legislation  in  196^ 

As  indicated  in  the  previous  subsection,  the  assumption  as  to  average 
daily  cost  that  was  made  in  connection  with  the  19^3  Administration  proixssal 
was  that,  over  the  long  range,  hospitalization  costs  would  increase  after 
1961  at  the  same  rate  as  the  general  wage  level.    In  the  legislative  con- 
sideration of  the  HI  proposals  during  IS^h,  it  was  decided  that,  although 
the  previous  assumptions  were  reasonable,  it  would  be  equally  reasonable 
to  nake  somewhat  more  conservative  assumptions — namely,  that  the  estimated 
10^  differential  of  hospitalization  costs  over  wages  in  I96I-65    would  be 
incorporated  and  that,  over  the  next  few  years  after  19^5 ^  hospitalization 
costs  would  rise  more  rapidly  than  wages  and  that  thereafter  they  would 
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increase  at  the  same  average  rate,  vith  the  aggregate  differential  amount- 
ing to  10^.    In  essence  then,  this  revised  assumption  meant  about  a  20^ 
increase  in  the  long-range  cost  estimates  for  HI  proposals. 

(e)    Assumptions  in  Cost  Estimates  of  ISiis  Report 

The  Advisory  Council  on  Social  Security  Financing,  which  vas 
appointed  in  I965  and  completed  its  work  by  the  end  of  1964,  considered 
the  subject  of  hospitalization  benefits  and  mside  significant  recommenda- 
tions in  this  area  toat  were  quite  similar  to  the  corresponding  provisions 
contained  in  H.R.  1-^.    The  Advisory  Council  stressed  that  the  assumptions 
•used  in  estimating  HI  costs  should  be  conservative  (i.e.,  where  judgement 
issues  arise,  they  should  be  resolved  in  a  direction  that  would  yield  a 
higher  cost  estimate) .    The  assumptions  suggested  by  the  Advisory  Co-uncil 
were  that  the  estimated  19^5  hospitalization  costs  should  be  assianed  to 
increase  in  the  future  in  relation  to  total  earnings  rates  by  a  net 
differential  of  2.7^^  per  year  for  the  first  5  years  after  I965,  with  this 
differential  than  being  assumed  to  decrease  to  zero  over  the  next  5  years; 
then  during  the  following  5  years,  the  differential  is  assumed  to  reverse 
and  then  earnings  are  assumed  to  rise  at  an  annual  rate  that  is  0.5^ 
greater  than  the  increase  in  hospitalization  costs. 

The  net  effect  of  these  modified  cost  assumptions  made  by  the 
Advisory  Council,  for  purposes  of  the  long-range  cost  estimates,  is  to 
produce  level -costs  that  are  about  20^  higher  than  those  resulting  from 
the  assumptions  used  in  Actuarial  Study  Ho.  57  and  that  are  about  the 
same  as  those  resulting  from  the  assumptions  used  in  connection  with  the 
estimates  made  for  the  196k  legislative  activity.    For  short-range  pur- 
poses, however,  the  modified  assumptions  produce  significantly  higher 
estimates  than  either  of  the  other  two  sets  of  assumptions. 

The  cost  estimates  contained  in  this  report  are  based  on  the  same 
assumptions  as  to  the  relationship  of  long-range  hospitalization  cost 
trends  and  general  earnings  trends  as  was  done  in  the  Report  of  the 
Advisory  Council.    For  the  long-range  cost  estimates,  the  base  figure  for 
average  daily  hospitalization  cost  was  taken  for  the  year  I963,  since  the 
cost  estimates  for  both  the  cash  benefits  aund  the  HI  benefits  are  founded 
on  this  basic  assumption  (which,  in  turn,  means  that  there  is  also  the 
coordinate  assumption  that  the  earnings  base  will,  in  the  future,  keep 
up-to-date  with  what  $5^600  represented  in  I963)*    The  average  daily 
hospitalization  cost  shown  by  the  AHA  series  for  I963  was  $38 •91  (see 
Health,  Education,  and  Welfare  Trends,  196^4-  Edition,  U.S.  Department  of 
Health,  Education,  and  Welfare,  page  23).    When  this  is  adjusted  by  the 

f/    For  further  details  on  this  matter  and  on  the  cost  assumptions  made, 
see  "The  Status  of  the  Social  Security  Program  and  Recommendations 
For  Its  Improvement — Report  of  the  Advisory  Council  on  Social  Security, 
1965".    TSiis  report  has  been  published  as  a  separate  document,  but  it 
will  be  an  appendix  to  the  25th  Annual  Report  of  the  Boaj*d  of  Trustees 
of  the  Federal  Old -Age  and  Survivors  Insurance  Trust  Fund  and  the 
Federal  Disability  Insurance  Trust  Fund,  scheduled  to  be  published  in 
March  I965. 
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13^  reduction  factor  mentioned  previously,  so  as  to  give  an  appropriate 
figure  for  the  HI  proposal,  it  becomes  $35.85  (before  allowance  for 
administrative  exjjense,  which  is  estimated  at  3^  of  the  benefit  cost). 
It  is  then  assumed  that  this  average  daily  cost  will  increase  by  2.7^ 
per  year  (the  average  differential  between  hospitalization  costs  and 
earnings  during  195^-63)  until  I965  and  that  thereafter  the  assumed 
differentials  recommended  in  the  Advisory  Council  assumptions  prevail. 

For  the  purposes  of  the  short-range  cost  estimates,  which  allow 
for  an  increasing  trend  in  general  earnings  (as  well  as  the  aforementioned 
differential  between  hospitalization  costs  and  general  earnings),  the 
assumptions  made  result  in  aji  estimated  average  daily  cost  of  $40.06 
for  1966  and  $42.38  for  I967. 

IV.  Intermediate -Cost  Estimates  for  Hospitalization  Benefits 

As  indicated  previously,  low-cost  and  high-cost  factors  were 
developed  for  hospital  utilization  rates.    An  intermediate -cost  factor 
is  necessary  for  purposes  of  determining  the  financing  basis  of  the 
program.    In  order  to  arrive  at  such  a  factor  for  the  long-range  estimate, 
the  low-cost  and  high -cost  factors  were  averaged  and  were  applied  to  the 
intermediate  estimate  of  persons  a^ed  65  and  over  who  are  entitled  (or 
could  become  entitled  upon  application)  to  monthly  cash  benefits  under 
the  OASDI  system. 

In  considering  the  figures  actually  presented  for  the  intermediate- 
cost  estimate,  it  should  be  kept  in  mind  that  a  considerable  rajige  of 
variation  is  possible.    The  spread  from  the  intermediate -cost  estimate 
to  the  high -cost  estimate  (or  to  the  low-cost  estimate)  is  approximately 
10^  due  to  the  hospitalization  element  suLone,  and  perhaps  another  15^ 
due  to  the  range  of  variation  inherent  in  the  basic  OASDI  cost  estimates. 

The  cost  figures  shown  for  the  first  few  years  incorporate  the  low- 
cost  assumptions  as  to  hospital  utilization  (to  allow  for  the  normal  lag 
in  making  "use"  of  insurance  benefits),  but  thereafter  the  intermediate- 
cost  factors  are  used. 

V.  Cost  Estimates  for  Post -Hospital  Extended  Care  Benefits 

It  is  very  difficult  to  make  estimates  for  post-hospital  extended 
care  benefits  because  currently  such  facilities  are  not  uniformly  available 
in  adequate  amount  in  all  sections  of  the  country,  and  even  more  so  be- 
cause there  axe  a  number  of  different  concepts  under  which  these  benefits 
might  be  operative  or  be  utilized  by  the  medical  profession.    At  the  one 
extreme,  such  a  benefit  might  be  utilized  almost  entirely  for  very  limited 
convalescent  care  and  be  applicable  to  only  a  relatively  few  cases.  At 
the  other  extreme,  the  benefit  might  be  utilized  so  broadly  as  to  provide 
care  that  tends  to    emphasize  the  domiciliary  element  far  more  than  ex- 
tended care  (naturally,  both  elements  must  be  present,  but  much  importajice 
hinges  on  the  relative  predominance  of  one  feature  or  the  other).  In 
fact,  there  is  the  question  of  whether,  with  the  availability  of  this 
benefit,  hospitalization  will  occur  that,  under  present  circumstances. 
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would  not  be  considered  necessary  and  proper,  and  whether  then  post- 
hospital  extended  care  benefits  will  be  provided  following  these  hospital 
stays • 

The  bill  provides  that  post -hospital  extended  care  benefits  be 
available  only  upon  transfer  from  in-patient  status  in  a  hospital  for 
further  treatment  of  the  condition  that  resulted  in  the  hospitalization. 
It  is  not  possible  to  know  from  the  written  definition  exactly  what  the 
actual  admitting  and  transferring  practices  may  be.    In  the  early  years 
of  operation,  one  limitation    on  the  costs  for  this  benefit  will,  of 
coiorse,  be  the  limited  availability  of  qualifying  facilities.    In  the  long 
run,  however,  this  cannot  reasonably  be  regarded  as  a  cost -control  factor. 

In  the  1959  Hospitalization  Report,  cost  estimates  were  made  for 
a  strictly  administered  "recuperative  care  only"  skilled-nursing-home 
benefit  (and  also  for  much  broader  provisions) — see  pages  85-84.  The 
original  cost  estimates  for  this  very  limited  benefit  were  based  on  the 
experience  of  a  few  Blue  Cross  plans  having  such  a  benefit.    The  available 
data  suggested  that  there  might  be  annual  utilization  of  10  days  of  such 
care  per  100  beneficiaries  protected  by  this  tjrpe  of  benefit.    Since  the 
average  daily  cost  would  be  about  $10,  this  produced,  for  the  original 
cost  estimates,  an  aggregate  average  cost  of  $1  per  year  per  person  aged 
65  and  over  entitled  to  monthly  OASDI  cash  benefits  applicable  to  the 
initial  years  of  operation. 

Subsequent  staff  consideration  of  skilled -nursing -home  benefits 
analyzed  the  various  elements  involved  in  the  cost  of  this  type  of  benefit, 
namely: 

(1)  Present  number  of  skilled -nursing -home  beds; 

(2)  Number  of  such  beds  that  are  acceptable  according  to 
reasonable  standards; 

(3)  Estimated  needed  beds; 

(k)    Proportion  of  beds  occupied; 

(5)  Proportion  of  occupied  beds  used  by  aged  persons; 

(6)  Proportion  of  the  aged  occupants  of  beds  that  consists 
of  OASDI  beneficiaries; 

(7)  Proportion  of  occupants  with  d\iration  less  than  6  months; 

(8)  Proportion  of  occupants  who  entered  the  nursing  home  by 
transfer  from  a  hospital;  and 

(9)  Average  daily  cost. 

Use  of  the  above  data  and  analysis  can  produce  a  wide  spresui  in  the 
cost  estimates — both  short-range  and  long-range.    This  is  particularly 
the  case  under  the  limited  benefit  protection  provided  by  the  current  bill. 
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In  the  first  full  year  of  operation,  the  cost  would  be  relatively  lov 
because  of  absence  of  facilities  and  because  of  lack  of  knowledge  of  the 
benefits  available.    In  the  next  few  years  of  operation,  the  cost  would 
rise  stesidily  as  new  facilities  are  built  to  meet  the  demand  or  as  exist- 
ing facilities  are  improved  to  meet  the  qualifying  conditions  (and  in 
recognition  of  the  money  available  from  the  benefits). 

The  long-range  cost  of  these  benefits  would  be  higher  than  the 
early -year  costs  for  a  number  of  reasons — an  increase  in  the  number  of 
available  beds  to  meet  the  demands,  OASDI  beneficiaries  being  a  larger 
proportion  of  the  total  population  aged  65  and  over,  and  a  greater 
utilization  of  the  benefits  available. 

The  cost  estimates  of  Actuarial  Study  No.  ^2,  Actuarial  Study 
No.  ^7,  and  this  report  recognize  these  factors  that  produce  higher  long- 
range  costs,  and  they  also  recognize  the  differences  in  the  concept  of 
this  benefit  and  of  the  eligible  facilities  for  furnishing  them  that 
exist  as  between  the  various  legislative  proposals.    Also,  they  taJce  into 
account  the  fact  that  part  of  the  cost  arising  for  these  benefits,  when 
more  widely  utilized,  will  be  an  offset  to  the  cost  for  hospitalization 
benefits.    In  the  present  estimates,  it  is  assumed  that  this  offset  repre- 
sents 35^  of  the  cost  of  the  post-hospitaJ.  extended  care  benefits  and  is 
taken  as  an  offset  against  the  hospitalization-benefits  cost . 

VI.    Cost  Estimates  for  Home  Health  Services  Benefits 

The  original  estimates  for  home -health-service  benefits  were  based 
on  an  assumed  smnual  cost  of  $1  per  eligible  beneficiary.    This  assump- 
tion was  based  on  such  limited  experience  with  this  benefit  as  was  avail- 
able, taking  into  account  also  the  limited  general  availability  of  such 
services  at  present.    For  the  foregoing  reason,  it  is  likely  that  this  is 
the  cost  that  will  develop  in  the  eaxly  years  of  operation  of  the  program. 
In  later  years,  however,  it  seems  reasonable  to  assume  that  this  type  of 
service  will  become  generally  available  throughout  the  country,  since 
there  will  be  the  money  to  pay  for  it. 

A  study  made  by  the  Kansas  Blue  Cross  and  Blue  Shield  indicates  that 
for  persons  aged  65  and  over,  the  suinual  per  capita  cost  was  almost  $6. 
Over  the  long-range,  for  the  country  as  a  whole,  it  seemed  that  this  was 
a  much  better  figure  to  use  than  the  previous  figure  of  $1,  and  so  this 
figure  was  used  in  Actuarial  Study  No.  52,  Actuarial  Study  No.  37,  and 
this  report. 

If  there  axe  significant  expenditures  for  home  health  services 
benefits,  this  should  mean  somewhat  lower  hospitalization  and  post-hospital 
extended  care  benefit  costs.    In  fact,  in  cases  where  a  person  would  other- 
wise be  in  the  hospital  but  is  Instead  receiving  the  much  less  expensive 
home  health  services,  there  would  actually  be  a  net  savings  In  cost  to  the 
program,  or  in  other  words  the  program  would  cost  less  because  of  the  In- 
clusion of  this  type  of  benefit.    It  is  believed,  however,  that  any  such 
savings  will  be  more  than  offset  by  the  home  health  services  being  made 
available  to  people  who  would  not  otherwise  be  In  hospitals  or  extended 
care  facilities.    Nonetheless,  with  the  availability  of  these  home  health 
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services  on  an  expanded  national  "basis,  there  should  be  some  offset  tedcen 
against  the  hospitalization-benefits  costs  that  would  otherwise  occur  if 
there  were  no  home  health  services  benefits.    This  adjustment  has  been 
taken  as  kO^  of  the  estimated  cost  for  home  health  services  benefits  and 
is  tsiken  as  an  offset  against  the  hospitalization-benefits  cost. 

VII.  Cost  Estimates  for  Outpatient  Hospital  Diagnostic  Services  Benefits 

The  cost  estimate  for  the  outpatient  hospital  diagnostic  services 
benefits  was  first  made  on  the  basis  that  there  would  be  no  deductible. 
Relatively  little  experience  is  available  in  regard  to  the  cost  of  this 
benefit  for  a  group  consisting  of  persons  aged  65  said  over.    Such  Blue 
Cross  and  insurauice  company  experience  as  there  is  seems  to  indicate  that 
the  annual  cost  per  capita  will  be  about  $7.50  (spread  over  the  total  pro- 
tected population  and  not  merely  among  those  who  will  use  this  benefit). 

From  a  cost  standpoint,  the  effect  of  a  monthly  deductible  equal 
to  50^  of  the  average  dsiily  hospitalization  cost  will  be  significant. 
This  deductible  provision  will  reduce  the  aggregate  cost  by  an  estimated 
80^,  since  most  of  the  charges  for  these  services  will  be  relatively 
small  amounts,  such  as  $10  for  an  X-ray.    The  number  of  claims  will  also 
be  reduced  by  about  80^  by  the  deductible  provision,  and  thus  a  considera- 
ble amount  of  the  administrative  costs  otherwise  involved  in  paying  a 
large  number  of  small  claims  will  be  eliminated.    The  relative  magnitude 
of  the  reduction  arising  from  such  a  deductible  tends  to  be  verified  by 
a  study  of  the  axitual  charges  of  hospital  outpatients  covered  under  group 
insurance  policies  (see  "A  Reinvestigation  of  Group  Hospital  Expense  Ex- 
perience" by  S,  W.  Gingery  in  Transactions,  Society  of  Actuaries,  Vol. 
XII,  1961,  which  gives  data  on  such  claims  by  size  intervals). 

VIII.  Estimated  Administrative  Expenses 

It  is  assumed  that  the  administrative  expenses  that  will  be  charge- 
able to  the  Hospital  Insurance  Trust  Fund  for  processing  the  benefit  claims 
and  for  a  pro-rata  share  of  the  cost  of  maintaining  the  earnings  records 
and  collecting  the  contributions  will  represent  3^  of  the  benefit  disburse- 
ments.   This  31^  element  is  included  in  the  cost  figures  for  each  of  the 
various  types  of  benefits,  as  described  previously.    This  figure  is  con- 
sistent with  the  relative  administrative  costs  of  the  most  efficiently- 
run  Blue  Cross  plans.    The  latter  generally  have  administrative  costs 
somewhat  above  5^  of  premium  collections,  but  this  is  because  they  have 
expenses  that  would  not  arise  in  connection  with  hospital  benefits  under 
OASDI — such  as  those  for  selling  individual  enrollments,  collection  of 
health  insurance  contributions  alone,  and  maintenance  of  the  rolls  of  in- 
sured persons  solely  for  purposes  of  health  insurance.    In  the  early  esti- 
mates for  HI  benefits,  a  5'?^  allowance  for  administrative  expenses  had  been 
msuie,  but  studies  by  administrative  personnel  of  the  Social  Security  Ad- 
ministration now  indicate  that  this  is  too  high  a  figure  for  the  type  of 
program  under  consideration. 
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The  administrative  expenses  for  the  proposed  benefits  that  are 
chargeable  to  the  Hospital  Insurance  Trust  Fund  do  not,  of  course,  include 
the  administrative  expenses  of  the  hospitals  and  other  health  agencies 
suppljring  the  benefits,  which  are  included  as  part  of  the  benefit  disburse- 
ments.   Also  not  included  are  the  record-keeping  and  tax -payment  expenses 
incurred  by  employers  in  connection  with  the  OASDI  program. 
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C.    Results  of  Cost  Estimates 


This  Section  first  discusses  various  matters  relating  to  the 
actuarial  cost  estimates  (such  as  the  underlying  assumptions  and 
methodology)  and  then  presents  the  cost  estimates  for  the  hospitaliza 
tion  and  related  benefits  (considering  also  those  made  in  regard  to 
the  1961  and  I963  Administration  proposeils).    Finally,  it  gives  the 
cost  estimates  for  the  cash -benefits  portion  of  the  QASDI  system,  as 
well  as  the  summarized  estimates  for  the  system  as  a  vhole. 


I.    Concept  of  Actuarial  Balance  of  System 

The  concept  of  actuarial  balance  as  it  applies  to  the  QASDI 
system  differs  considerably  from  this  concept  as  it  applies  to  private 
insurance  and  private  pension  plans,  although  there  are  certain  points 
of  similarity  with  the  latter.    In  connection  with  individual  insurance, 
the  insurance  ccmpany  or  other  administering  institution,  in  order  to 
be  in  actuarial  balance,  must  have  sufficient  funds  on  hand  so  that 
if  operations  are  terminated,  it  will  be  in  a  position  to  pay  off  all 
the  accrued  liabilities.    This  requirement,  however,  is  not  necessary 
for  a  national  compulsory  social  insurance  system.    It  might  be  pointed 
out  that  well -administered  private  pension  plans  have  frequently  not 
funded  all  their  liability  for  prior  service  benefits. 

It  can  reasonably  be  presumed  that,  under  Government  auspices, 
such  a  social  insurance  system  will  continue  indefinitely  into  the 
future.    The  test  of  financial  soundness,  then,  is  not  a  question  of 
whether  there  are  sufficient  firnds  on  hand  to  pay  off  all  accrued  liabili- 
ties.   Rather,  the  test  is  >rtiether  the  expected  future  income  from  tax 
contributions  and  from  interest  on  invested  assets  will  be  sufficient 
to  meet  anticipated  expenditures  for  benefits  and  administrative  costs. 
Thus,  since  the  concept  of  "unfunded  accrued  liability"  does  not  by  any 
means  have  the  same  significance  for  a  social  insurance  system  as  it 
does  for  a  plan  established  under  private  insurance  principles,  it  is 
quite  proper  to  count  both  on  receiving  contributions  from  new  entrants 
to  the  system  in  the  future  and  on  paying  benefits  to  this  group.  These 
additional  assets  and  liabilities  must  be  considered  in  order  to  deter- 
mine whether  the  system  is  in  actuarial  balance. 

The  question  of  whether  the  QASDI  program  is  in  actuarial  baleuice 
depends  upon  whether  the  estimated  future  income  from  contributions  and 
from  interest  earnings  on  the  accumulated  trust  fund  investments  will, 
over  the  long  run,  support  the  disbursements  for  benefits  and  administra- 
tive expenses.    Obviously,  future  experience  may  be  expected  to  vaiy  from 
the  actuarial  cost  estimates  made  now.    Nonetheless,  the  intent  that  the 
system  be  self-supporting  can  be  expressed  in  law  by  utilizing  a 
contribution  schedule  that,  according  to  the  intermediate -cost  estimate, 
results  in  the  system  being  in  balance  or  substantially  close  thereto. 
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The  congressional  committees  concerned  with  the  program  have, 
for  many  3rears,  expressed  the  belief  that  it  is  a  matter  for  concern  if 
any  portion  of  the  Q^SD1  system  shows  £iny  significant  actuarial  in- 
sufficiency.   Traditionally,  the  view  has  teen  held  that  for  the  CASI 
portion  of  the  program,  if  such  actuarial  insufficiency  when  measured 
over  perpetuity  has  been  no  greater  than  0.25^  of  taxable  payroll,  it  is 
at  the  point  ^ere  it  is  within  the  limits  of  permissible  variation.  The 
corresponding  point  for  the  DI  portion  of  the  system  is  about  0.05^  of 
taxable  payroll  (lower  because  of  the  relatively  smaller  finemcial  magni- 
tude of  this  program).    Thus,  for  the  OASDI  program  as  a  whole,  the 
permissable  limit  of  actuarial  balance  is  0.30^  of  taxable  payroll. 
Furthermore,  traditionally  when  there  has  been  an  actuarial  insufficiency 
exceeding  the  limits  indicated, any  subsequent  liberalizations  in  benefit 
provisions  were  fully  financed  by  appropriate  changes  in  the  tax  schedule 
or  through  raising  the  earnings  base,  and  at  the  sane  time  the  actuarial 
status  of  the  ■DToeram  was  imroroved. 

The  1965-64  Advisory  Council  on  Social  Security  Financing  (see 
footnote  f )  recconended  that  long-range  costs  should  be  measured  over 
a  75 -year  period,  rather  than  over  perpetuity,  and  that  then  the  estimated 
actuarisQ.  status  of  each  trust  fxind  should  be  reasonably  close  to  an 
exact  balance,  and  much  closer  thsin  has  been  the  standard  in  the  past* 
The  cost  estimates  have  been  made  on  this  basis,  with  the  assumption  that, 
if  the  estimates  show  an  exact  balance,  at  the  end  of  the  75 -year  period 
the  balance  in  the  trust  fund  should  approximate  1  year's  benefit  payments. 


II.    Actuarial  Statxis  After  Enactment  of  I96I  Act 

The  changes  made  by  the  I96I  Amendments  involved  an  increased  cost 
that  was  fully  met  by  the  changes  in  the  financing  provisions  (namely, 
an  increase  in  the  ccsribined  employer -employee  contribution  rate  of 
a  corresponding  chetnge  in  the  rate  for  the  self-employed,  and  an  advance 
in  the  year  when  the  ultimate  rates  would  be  effective — from  I969  to  1968). 
As  a  result,  the  actuarial  balance  of  the  program  remained  unchanged  frcxn 
what  it  was  before  this  legislation. 

Subsequent  to  I961,  the  cost  estimates  were  further  reexamined 
in  the  light  of  developing  experience.    The  earnings  assumption  was  changed 
to  reflect  the  I965  level,  and  the  interest-rate  assumption  used  was 
modified  upward  to  reflect  recent  experience.    At  the  same  time,  the  retirement 
rate  assmnptions  were  increased  somewhat  to  reflect  the  experience  in  respect 
to  this  factor. 

Ihe  further  developing  disability  exi>erience  indicated  that  costs  for 
this  portion  of  the  program  were  signif  iceuitly  higher  than  previously 
estimated  (because  benefits  are  not  being  terminated  by  death  or  recovery 
as  rapidly  as  had  been  original 1 y  assumed).    Accordingly,  the  actuarieJ. 
bsdance  of  the  DI  program  was  shown  to  be  in  an  xmsatisfactory  position,  and 
this  has  been  recognized  by  the  Board  of  Trustees,  which  recomnended  that 
the  8dJ.ocatlon  to  this  trust  fund  should  be  Increased  (^lle,  at  the  same 
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time,  correspondingly  decreasing  the  allocation  to  the  OASI  Trust  Fund, 
which  under  present  lav  is  estimated  .to  he  in  satisfactory  actuarial 
balance  a^ter  such  a  reallocation).!/ 


Basic  Assumptions  for  Cost  Estimates 

This  subsection  will  consider  various  aspects  of  the  cost 
assumptions. 

(a)    General  Basis  for  Long-Range  Cost  Estimates 

Benefit  disbursements  under  OASI  may  be  expected  to  increase  con- 
tinuously for  at  least  the  next  50  to  70  years  because  of  such  factors  as 
the  aging  of  the  population  of  the  country  and  the  slow  but  steady  growth 
of  the  benefit  roll.    Similar  factors  are  inherent  in  any  retirement 
program,  public  or  private,  that  has  been  in  operation  for  a  relatively 
short  period.    Estimates  of  the  futiire  cost  of  the  OASDI  program  are  affected 
by  many  elements  that  are  difficult  to  determine.    Accordingly,  the  assump- 
tions used  in  the  actuarial  cost  estimates  may  differ  widely  an.d  yet  be 
reasonable . 

The  long-range  cost  estimates  (shown  for  1975  and  thereafter)  are 
presented  on  a  range  basis  so  as  to  indicate  the  plausible  variation  in 
future  costs  depending  upon  the  actual  trends  developing  for  the  various 
cost  factors.    Both    the  low-  and  high-cost  estimates  are  based  on  hi^ 
economic  assumptions,  intended  to  represent  close  to  full  employment, 
with  average  annual  earnings  at  about  the  level  prevailing  in  19^3 •  In. 
addition  to  the  presentation  of  the  cost  estimates  on  a  range  basis, 
intermediate  estimates  developed  directly  from  the  low-  and  high-cost 
estimates  (by  averaging  their  components)  sire  shown  so  as  to  indicate  the 
basis  for  the  financing  provisions. 

Ibe  cost  estimates  for  OASI  are  extended  beyond  the  year  2000, 
since  the  aged  population  itself  cannot  mature  by  then.    The  reason  for 
this  is  that  the  number  of  births  in  the  1950 's  was  very  low  as  compared 
with  subsequent  experience.    As  a  resiilt,  there  will  be  a  dip  in  the 
relative  proportion  of  the  aged  from  1995  to  about  2010,  which  would  tend 
to  result  in  low  benefit  costs  for  the  OASI  system  during  that  period. 
Accordingly,  the  year  2000  is  by  no  means  a  typical  ultimate  year  insofar 
as  these  costs  are  concerned. 

The  cost  estimates  have  been  prepared  on  the  basis  of  the  seune 
assumptions  and  methodology  as  those  contained  in  the  2kth  Trustees 
Report  (see  footnote  g).    These  estimates  and  their  underlying  assximptions 
are  given  in  more  detail  in  Actuarial  Study  No.  56 » 

The  underlying  assumptions  have  not  been  revised,  and  new  detailed 
cost  estjjnates  prepared,  because  preliminsiry  study  indicates  that  the 
cheuages  that  would  be  made  would  be  largely  counterbalancing  from  a  cost 


g/    See  "Annual  Report  of  Federal  dd-Age  and  Survivors  Insurance  and 
Disability  Insurance  Trust  Funds,  Fiscal  Year  1963"  (House  Doc.  No. 
236,  88th  Congress),  pp.  6I-62. 
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standpoint.    For  example,  lower  costs  would  result  frcMn  using  the 
higber  earnings  level  of  196^,  tut  higher  costs  would  arise  from 
considering  the  higher  retirement  rates  of  the  last  few  years  and 
other  factors.    Besides,  there  is  the  advantage  of  consistency  ajid 
comparability  in  using  the  same  cost  bases  for  a  period  of  a  few  years, 
when  no  significeuit  net  changes  In  the  results  woxild  occur. 

(b)  Measurement  of  Costs  in  Relation  to  Taxable  Payroll 

In  general,  the  costs  are  shown  as  percentages  of  covered  payroll. 
This  is  the  best  measure  of  the  financial  cost  of  the  program.  Dollar 
figures  taken  alone  are  misleading.    For  example,  a  higher  earnings 
level  will  increase  not  only  the  outgo  of  the  system  but  aJLso,  and  to 
a  greater  extent,  its  inccane.    The  result  is  that  when  earnings  rise, 
benefit  costs  in  terms  of  dollars  will  also  rise,  but  the  cost  relative 
to  payroll  will  decrease. 

(c)  General  Basis  for  Short-Range  Cost  Estimates 

The  short-range  cost  estimates  (shown  for  the  individual  years  1965- 
72)  are  not  presented  on  a  range  basis  since --assuming  a  continuation 
of  present  economic  conditions — it  is  believed  that  the  demographic 
factors  involved  can  be  reasonably  forecast,  so  that  only  a  single 
estimate  is  necessary.    A  gradual  rise  in  the  earnings  level  is  assumed 
for  the  futtrre,  paralleling  that  which  has  occurred  in  the  past  few  years. 
As  a  result  of  this  assumption,  even  though  all  provisions  of  the 
system  incltiding  the  earnings  base  are  assumed  to  remain  unchanged  in  the 
future  at  what  the  bill  provides,  contribution  Income  is  somewhat  higher 
than  if  level  earnings  were  assumed,  while  benefit  outgo  under  the  cash- 
benefits  progriam  is  only  slightly  affected. 

The  short-range  estimates  presented  here  are  consistent  with  those 
that  will  be  shown  in  the  25th  Trustees  Report  (to  be  submitted  to  Congress 
by  March  1,  I965)  and  are  slightly  different  from  those  in  the  Advisory 
Council  Report  (see  footnote  f ),  irtiich  were  consistent  with  those  of  the 
2i|-th  Trustees  Report. 

(d)  Comparison  of  Bases  for  Short-Range  and  Long-Range  Cost  Estimates 

Since  the  long-range  cost  assumptions  do  not  Involve  an  increaslng- 
eeumlngs  assumption,  the  short-range  and  long-range  cost  estimates  do 
not  "link  up"  as  between  the  1972  data  for  the  former  and  the  1975  data 
for  the  latter.    Thus,  for  the  cash -benefits  program  the  balances  in  the 
trust  funds  at  the  end  of  1972  according  to  the  short-range  estimates 
are  hlp^er  than  what  the  long-range  estimates  would  show  for  that  year. 
On  the  other  hand,  for  the  hospital -benefits  program  the  balance  in  the 
trust  fund  at  the  end  of  1972  according  to  the  short-range  estimates  is 
lower  than  what  the  long-range  estimates  show  for  that  year  (since  the 
hospital  benefit  costs  are  assumed  to  rise  as  earnings  Increase — see 
subsequent  discussion). 
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(e)    Level-Cost  Concept 


An  important  measure  of  long-range  cost  is  the  level -equivalent 
contribution  rate  required  to  support  the  system  over  a  long-range 
future  period,  based  on  discounting  at  interest.     If  such  a  level  rate 
were  adopted,  relatively  large  accxamulations  in  the  trust  funds  woxild 
result,  emd  in  consequence  there  would  be  sizable  eventual  income  from 
interest.    Even  though  such  a  method  of  finsuicing  is  not  followed,  this 
concept  may  be  used  as  a  convenient  measure  of  long-range  costs,  which 
permits  ccxnparison  of  various  possible  alternative  plajis,  with  weight 
being  given  to  both  early -year  and  deferred  benefit  costs. 

(f )    Futvire  Earnings  Assumptions 

(The  long-range  estimates  are  based  on  level-earnings  assumptions 
at  the  level  prevailing  in  calendar  year  1965*    This,  however,  does  not 
mean  that  covered  payrolls  are  assumed  to  be  the  same  each  year;  rather, 
they  are  assumed  to  rise  steadily  as  the  population  at  the  working  ages 
is  estimated  to  increase.    If  in  the  future  the  earnings  level  should 
be  considerably  above  that  which  now  prevails,  and  if  the  cash  benefits 
are  adjusted  upward  so  that  the  annual  costs  relative  to  payroll  will 
remain  the  same  as  now  estimated  for  the  present  system,  then  the  in- 
creased dollar  outgo  resulting  will  offset  the  increased  dollar  income. 
This  is  an  important  reason  for  considering  costs  relative  to  payroll 
rather  than  in  dollars. 

The  long-range  cost  estimates  have  not  taken  into  account  the 
possibility  of  a  rise  in  earnings  levels,  although  such  a  rise  has  char- 
acterized the  past  history  of  this  country.    If  such  an  assumption  were 
used  in  the  cost  estimates,  along  with  the  unlikely  assumption  that  the 
benefits,  nevertheless,  would  not  be  changed,  the  cost  relative  to  taxa- 
ble payroll  would,  of  course,  be  lower  for  the  cash  benefits,  but  the 
reverse  would  be  so  for  the  hospitalization  and  related  benefits  (as 
will  be  discussed  in  more  detail  later). 

It  is  important  to  note  that  the  possibility  that  a  rise  in 
earnings  levels  will  produce  lower  costs  of  the  cash -benefits  program 
in  relation  to  taxable  payroll  is  a  very  important  safety  factor  in 
the  financial  operations  of  this  system.    Its  financing  is  based  essen- 
tially on  the  intermediate -cost  estimate,  along  with  the  assiamption  of 
level  earnings;  if  experience  follows  the  high -cost  assumptions,  and 
earnings  do  not  rise,  additional  financing  will  be  necessary.    However,  if 
covered  earnings  increase  in  the  future  as  in  the  past,  the  resulting 
reduction  in  the  cost  of  the  program  (expressed  as  a  percentage  of 
taxable  payroll)  will  more  than  offset  the  higher  cost  arising  under 
experience  following  the  high -cost  estimate.    If  the  latter  condition 
prevails,  the  reduction  in  the  relative  cost  of  the  program  coming 
frcm    rising  earnings  levels  caja  be  used  to  maintain  the  actuarial  balance 
of  the  system,  and  any  remaining  savings  can  be  used  to  suijust  the  cash 
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benefits  upward  (to  a  lesser  degree  thsua  the  increase  in  the  earnings 
level).    The  possibility  of  future  increases  in  earnings  levels  should 
be  considered  only  as  a  safety  factor  and  not  as  a  justification  for 
adjusting  benefits  upward  in  anticipation  of  such  increases. 

If  benefits  are  adjusted  currently  to  keep  i>ace  with  rising 
earnings  trends  as  they  occur,  the  year-by-year  costs  as  a  percentage 
of  tsixable  i)ayroll  would  be  uneiffected.    If  benefits  are  increased  in 
this  manner,  the  level -cost  of  the  program  would  be  higher  than  now 
estimated,  since,  under  such  circumstances,  the  relative  importance  of 
the  interest  receipts  of  the  trust  funds  would  gradually  diminish  with 
the  passage  of  time.    If  earnings  and  benefit  levels  do  consistently 
rise,  thorough  consideration  will  need  to  be  given  to  the  financing  basis 
of  the  system  because  then  the  interest  receipts  of  the  trust  funds  will 
not  meet  as  large  a  proportion  of  the  benefit  costs  as  would  be  anticipated 
if  the  earnings  level  had  not  risen  (under  the  present  law,  for  example, 
for  the  OASI  system,  under  level -earnings  assxaraptions  this  proportion  would 
average  about         over  the  long  range). 

(g)     Interrelationship  With  Railroad  Retirement  System 

An  important  element  affecting  OASDI  costs  arose  through  amendments  made 
to  the  Railroad  Retirement  Act  in  1951*    These  provide  for  a  combination 
of  railroad  retirement  compensation  and  OASDI  covered  earnings  in  determin- 
ing benefits  for  those  with  less  than  10  years  of  railroad  service  (and 
also  for  all  survivor  cases). 

Financial  interchange  provisions  are  established  so  that  the  trust 
funds  are  to  be  placed  in  the  same  financial  position  in  which  they  would 
have  been  if  railroad  employment  had  always  been  covered  under  the  program. 
It  is  estimated  that,  over  the  long  range,  the  net  effect  of  these  pro- 
visions will  be  a  relatively  small  loss  to  the  OASDI  system  since  the 
reimbursements  from  the  railroad  retirement  system  will  be  somewhat  smaller 
than  the  net  additional  benefits  paid  on  the  basis  of  railroad  earnings. 

Reimbursement  for  Costs  of  Military  Service  Wage  Credits 

Another  important  element  affecting  the  financing  of  the  program 
arose  through  legislation  in  195^  that  provided  for  reimbursement  from 
general  revenues  for  past  and  future  expenditures  in  respect  to  the  non- 
contributory  credits  that  had  been  grsmted  for  persons  in  military  service 
before  1957 •    The  cost  estimates  contained  here  reflect  the  effect  of 
these  reimbursements  (which  are  included  as  contributions),  based  on  the 
provisions  of  the  bill. 

(i)    Purposes  of  Intermediate -Cost  Estimates 

The  long-range  intermediate -cost  estimates  are  developed  from 

the  low-  and  high-cost  estimates  by  averaging  them  (using  the  dollar 

estimates  and  developing  therefrom  the  corresponding  estimates  relative 

to  payroll).    The  intermediate -cost  estimate  does  not  represent  the  most 

probable  estimate,  since  it  is  impossible  to  develop  any  such  figures. 

Rather,  it  has  been  set  down  as  a  convenient  and  readily  available  single 
set  of  figures  to  use  for  comparative  purposes. 
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The  Congress,  in  enacting  the  1950  act  and  subsequent  legislation, 
was  of  the  belief  that  the  OASDI  program  should  be  on  a  completely  self- 
supporting  basis.    Therefore,  a  single  estimate  is  necessary  in  the 
develoianent  of  a  tax  schediile  intended  to  make  the  system  self-supporting. 
Any  specific  schedule  will  necessarily  be  somewhat  different  from  what 
will  actually  be  required  to  obtain  exact  balance  between  contributions 
and  benefits.    This  procedvire,  however,  does  make  the  intention  specific, 
even  though  in  actual  practice  future  changes  in  the  tax  schedule  might 
be  necessary.    Likewise,  exact  self-support  cannot  be  obtained  from  a 
specific  set  of  integral  or  rounded  fractional  teix  rates  increasing  in 
orderly  intervals,  but  rather  this  principle  of  self-support  should  be 
aimed  at  as  closely  as  possible. 


IV*    Cost  Estimates  for  I961  Hospitalization-Benefits  Proposal 

Long-range  actuarial  cost  estimates  for  the  I961  proi)osal-^ 
(as  presented  in  Actuarial  Study  No.  52)  that  were  made  at  about  the  time 
the  1961  bill  was  introduced  indicated  that  the  benefits  provided  (  and 
the  accompeuiying  administrative  expenses )  wotild  be  exactly  financed,  on 
a  long-range  basis,  by  the  two  sources  of  revenue  to  the  Health  Insurance 
Account.    These  two  sources  were  an  increase  of  ^  in  the  combined  employer- 
employee  contribution  rate  (and  a  corresponding  increase  of  3/8^  for 
the  self-employed),  effective  in  1965,  and  the  net  "gain"  to  the  OASDI 
system  resulting  frcan  increasing  the  maximum  annual  earnings  base  from 
$ij600  to  $5000,  effective  in  1962.    The  latter  "gain"  was  estimated  to  be 
equivalent,  over  the  long  run,  to  the  effect  of  a  rise  in  the  ccanbined 
employer -employee  contribution  rate  of  .10^  of  taxable  earnings.    The  bill 
provided  that  the  equivalent  of  this  level  contribution  rate  was  to  be 
continuously  appropriated  to  the  HeeJ-th  Insurance  Account. 

As  indicated  in  the  previous  section,  these  estimates  were  revised 
SCTnewhat  during  the  first  half  of  I96I,  as  a  result  of  the  continuous 
process  of  study  and  investigation  of  all  factors  involved  in  the  actuarial 
cost  estimates.    In  particular,  this  reexamination  was  focused  on  the  three 
"subsidiary"  benefits  (i.e.,  other  than  hospitalization  benefits),  which 
are  less  important  cost-wise.    The  revised  estimates  for  these  benefits 
also  included  certain  partially  offsetting  reductions  in  hospitalization - 
benefits  costs,  as  discussed  previously. 


h/  This  Administration 
by  Congressman  King 
by  Senator  Anderson 


proposal  was  contained  in 
on  February  13,  I961  (and 
on  the  same  date). 


H.R.  k222,  introduced 
in  S.  909,  introduced 
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•Rie  following  table  shows  the  original  and  revised  estimates  of 
the  level-costsi/  of  the  various  types  of  benefits  (plus  administrative 
expenses)  under  the  196I  proposal,  expressed  as  percentages  of  taxable 
payroll : 


Original 

Revised 

Type  of  Benefit 

Estimate 

Estimate* 

Hospitalization 

.52^ 

(.57^) 

Skilled  Nursing  Facility 

.01 

.08 

(.05) 

Hcxne  Health  Services 

.01 

.05 

(.05) 

Outpatient  Hospital  Diagnostic 

.02 

.01 

(.01) 

Total 

.60 

.66 

*Cost  for  hospitalization  benefits  is  shown  after  offset  for  reduced 
cost  because  of  availability  and  use  of  skilled  nursing  facility  and 
home  health  service  benefits .  Figures  in  parentheses  are  on  the 
basis  of  "net  additional  cost"  for  the  three  auxiliary  benefits. 

As  will  be  seen  from  these  figures,  the  level  incc«ne  of  .60^  of 
taxable  payroll  provided  under  the  proposal  would  have  been  just  sufficient 
to  finance  the  benefits  on  a  long-range  basis  according  to  the  original 
intermediate -cost  estimate,  but  would  have  fallen  about  10^  short  rela- 
tively according  to  the  revised  figures.    For  this  reason,  the  Secretary 
of  Health,  Education,  and  Welfare  in  his  testimony  before  the  House  Ways 
and  Meeuis  Committee  on  this  legislation  in  July  I96I  recommended  raising 
the  earnings  base  from  the  $5^000  in  the  bill  to  $5^200;  this  chsmge 
would  have  resulted  in  total  financing  of  .66^  of  taxable  payroll  being 
available,  or  Just  sufficient  to  support  the  cost  of  the  proposal,  since 
the  "gain"  from  raising  the  earnings  base  was  estimated  at  .16^  of  taxa- 
ble payroll  (on  the  basis  of  1959  earnings  levels). 

When  the  actuarial  cost  estimates  (both  for  the  cash  benefits  and 
the  hospital,  benefits )  were  revised  in  I962  to  take  into  account  I96I 
earnings  levels  and  other  factors  (as  described  previously),  the  finan- 
cing available  under  a  $5^200  earnings  base  was  estimated  at  .68^  of 
taxable  payroll  (because  of  a  larger  "gain"  from  raising  the  earnings 
base),  but  the  benefit  cost  was  estimated  at  .72^  of  taxable  payroll. 
The  Anderson -Javits  Amendment^  that  was  considered  by  the  Senate  in  July 


i/    The  level-cost  is  the  average  long-rsinge  cost,  based  on  discounting 
at  interest,  relative  to  effective  taxable  i)ayroll  (which  is  the 
total  earnings  of  all  covered  workers,  reduced  to  take  into  accoimt 
both  the  maximum  taxable  earnings  base  and  the  lower  contribution 
rate  for  the  self-employed  as  compared  with  the  combined  employer- 
employee  rate  so  that,  in  effect,  only  5/^  of  the  earnings  of  the  self- 
employed  within  the  maximum  base  are  counted).    For  more  details  on  this 
concept,  see  Section  E  of  Actuarial  Study  No.  ^9.    For  cost  estimates  for 
proposals  made  before  1965>  these  level-costs  are  determined  over  i)erpe- 
tuity,  while  for  the  current  proposal  a  75 -year  period  is  also  used. 

j/    For  more  details  on  this  proposal  and  legislative  action  thereon,  see 
Wilbur  J.  Cohen  and  Robert  M.  Ball,  "Public  Welfare  Amendments  of  I962 
ajid  Proposals  for  Health  Insurance  for  the  Aged,  "Social.  Security 
Bulletin,  October  1962.  , 


1962  was  the  same  as  the  I96I  version  of  the  King -Anders on  Bill  insofar 
as  OA.SDI  beneficiaries  were  concerned,  except  for  having  a  $5^200 
earnings  base  and  except  for  restricting  the  skilled  nursing  home 
benefits  to  such  services  provided  by  hospital -associated  facilities 
(just  as  in  the  I963  proposal).    This  change  in  the  benefits  reduced 
their  estimated  level-cost  to  .68^  of  taxable  payroll,  so  that  the 
financing  vas  estimated  to  be  just  sufficient  to  support  the  benefits. 

V.    Cost  Estimates  for  I963  Hospitalization-Benefits  Proposal,  Insured 
Persons 

k/ 

Cost  estimates  for  the  I963  proposal-*  were  made  on  the  same 
general  basis  as  those  described  above  for  the  Anderson-Javits  Amend- 
ment.    The  following  table  shows  the  estimated  long-range  level -costs 
and  first  year  costs  (i.e.,  for  I965  on  an  accrual  basis),  by  type  of 
benefit,  including  the  accompanying  administrative  expenses: 

Level-Cost*  First -Year  Cost 

Type  of  Benefit  (as      of  payroll)  (in  millions) 


Hospitalization 

'39i 

(.62^) 

$1,315 

Skilled  Nursing  Facility 

.03 

(.02) 

30 

Home  Health  Services 

.05 

(.03) 

10 

Outpatient  Diagnostic 

.01 

(.01) 

10 

Total 

.68 

$1,365 

♦Cost  for  hospitalization  benefits  is  shown  after  offset  for  reduced 
cost  because  of  availability  and  use  of  skilled  nursing  facility  and 
home  health  service  benefits.  Figures  in  parentheses  are  on  the 
basis  of  "net  additional  cost"  for  the  three  auxiliary  benefits. 

The  above  figures  for  the  first  year  of  operation  take  into 
account  the  estimated  actual  price  and  earnings -level  situation  in  I965 
(rather  than  the  long-rsinge  assumptions  in  these  respects). 

During  the  consideration  of  the  I963  proposal^    by  Congress  in  196^*- 
the  underlying  assumptions  as  to  the  relationship  between  hospitalization 
costs  and  the  general  earnings  level  were  revised  (as  described  in  Sub- 
section Ill(d)  of  the  preceding  Section).    As  a  result    the  estimated 
level-cost  of  this  proposal  was  increased  to  .82^  of  taxable  payroll. 


k/    The  1963  Administration  proposal  was  contained  in  H.R.  3920, 

introduced  by  Congressman  King  on  February  21,  I963  (and  in  S.  88O, 
introduced  by  Senator  Anderson  on  the  same  date).    See  Actuarial 
Study  No.  57  for  the  cost  estimates  for  this  bill. 
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The  version  of  H.R.  II865  (the  Social  Security  Amendments  of  196^+ 
bill)  that  was  approved  hy  the  Senate  (but  died  in  Conference)  contained 
provisions  for  hospitalization  and  related  benefits  that  were  somewhat 
different  from  those  of  the  I963  proposal  (H.R. 3920)  that  was  analyzed  in 
Actuarial  Study  No.  ^7.    The  cost  of  the  Senate -approved  bill  was  somewhat 
lower  than  that  of  the  I963  proposal  because  the  maximum  number  of  days  of 
skilled  n\irsing  facility  benefits  was  reduced  from  I80  to  60  per  benefit 
period;  because  a  potential  dynamic  cost -sharing  provision  was  introduced 
as  an  offset  to  the  factor  of  hospitalization  costs  possibly  rising  more 
rapidly  than  the  general  earnings  level  (as  assxamed  in  the  cost  assunrptions) ; 
and  because  the  taxable  earnings  base  was  higher  (although,  on  the  other  hand, 
there  was  a  small  increase  in  cost  due  to  the  so-called  "transitional  ins\ared" 
group).    The  estimated  level-cost  of  this  Senate -approved  bill  was  .76^  of 
taxable  payroll  (see  "Actuarial  Cost  Estimates  for  the  Old-Age,  Survivors, and 
Disability  Insiirance  System  as  Modified  by  H.R.  II865,  as  Passed  by  the  House 
of  Representatives  and  as  According  to  the  Action  of  the  Senate",  issued  by 
the  House  Ways  and  Means  Committee). 

VI »    Cost  Estimates  for  I963  HospiteLllzatlon -Benefits  Propoaal,  Insured 
Persons 

Cost  estimates  for  the  current  proposal  have  been  made  on  the 
sane  general  basis  as  previously,  except  that  the  assumptions  as  to  the 
relationship  between  hospitalization  prices  aai  the  general  earnings 
level  that  were  made  by  the  Advisory  Council  (see  Subsection  Ill(e) 
of  the  preceding  Section)  have  been  used.    Insofar  as  level-costs  are  con- 
cerned, these  assumptions  produce  the  same  result  as  those  used  In 
connection  with  the  legislation  considered  In  1964. 

The  following  table  shows  the  estimated  long-range  level -costs 
emd  first-year  costs  (i.e.,  for  flsccLL  year  I967  on  an  accrual  basis)  by 
type  of  benefit,  Including  the  accoorpeuiylng  administrative  expenses: 


Level -Cost*  First -Year  Cost 

Type  of  Benefit  (as  ^  of  payroll)  (in  millions) 


Hospitalization  .75^^  (.78^)  |l,670 

Post -Hospital  Extended  Care  .03  (•02)  50 

Home  HealtJi  Services  .05  (-OJ)  10 

Outpatient  Diagnostic  .01  (.01)  10 

Total  .Bk  1,720 


♦Cost  for  hospitalization  benefits  Is  shown  after  offset  for  reduced 
cost  because  of  availability  and  use  of  extended  care  facility  and 
home  health  service  benefits.    Figures  In  paal^ntheses  are  on  the 
basis  of "net  additional  cost" for  the  three  auxiliary  benefits. 


The  figures  for  the  first  year  of  operation  take  into 
accoimt  the  estimated  actual  price  and  earnings -level  situation 
in  1966-67,  rather  than  the  long-range  assumptions  in  these  respects 

The  following  table  compares  the  estimates  of  the  number  of 
persons  aged  65  and  over  affected  by  the  proposal  as  of  the  middle 
of  1966  (in  millions,  rounded  to  nearest  50,000): 


Category   Estimates 


Total  Population  19.05^ 

OASDI  Insured  .  I6.05 

Railroad  Retirement  Insured^  .60 
Not  Eligible^/  .kO 

Blanketed -In  2 . 00 


a/  Including  allowance  for  an  estimated 
500,000  underenumeration  in  the  pro- 
jected census  estimates. 

b/    Does  not  include  about  250,000  individ- 
uals who  are  "insured"  imder  both  OASDI 
euid  Railroad  Retirement  (shown  in  the 
preceding  line). 

c/    Consists  primarily  of  those  who  are  pro- 
tected under  the  Federal  Employees  Health 
Benefits  Act  or  the  Retired  Federal 
Employees  Health  Benefits  Act  (also  includes 
certain  non-insiired  persons  who  do  not  meet 
the  residence  or  citizenship  requirements  or 
who  are  members  of  a  subversive  organization 
or  have  been  convicted  of  a  serious  offense 
involving  subversive  activities). 
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The  year-by-year  costs  of  the  "benefit  payments  and  the  accompanying 
administrative  expenses,  according  to  the  long-range  cost  estimtes  are 
as  follows: 


Iftilike  the  trend  for  the  cash -benefits  portion  of  the  program 
(which  increases  steadily  in  the  future  for  at  least  the  next  75  years, 
although  reaching  somewhat  of  a  plateau  in  the  two  decades  following 
1990),  the  HI  cost  as  a  percentage  of  taxable  payroll  increases  until 
1990  and  declines  somewhat  thereafter.    This  trend  results  from  the 
fact  that  the  increasing  number  of  persons  eligible  for  HI  benefits  is 
more  than  offset  by  the  decreasing  average  daily  hospitalization  cost 
that  results  frcan  the  assumption  of  a  continuing  negative  differential 
of  ^  between  hospitalization  costs  and  the  level  of  general  earnings, 
following  1975  (see  Subsection  Ill(e)  of  the  preceding  Section).    In  fact, 
as  it  so  happens,  the  level-cost  of  the  HI  benefits  is  about  .8^+^  of  taxa- 
ble payroll  whether  it  is  determined  over  a  75 -year  period  or  whether  it 
is  determined  over  perpetuity. 

Table  7  shows  the  estimated  operations  of  the  HI  Trust  Fund  in 
various  future  years,  according  to  both  the  short-range  and  long-range 
cost  estimates.    Under  the  latter,  the  trust  fund  grows  steadily  over 
future  decades,  although  somewhat  slowly  between  1975  and  1990 — such  trend 
resulting  from  the  assumptions  made  as  to  avei^e  daily  hospitalization 
costs.    Under  the  short-range  estimate,  the  trust  fund  increases  slowly 
for  the  first  few  years  and  represents  somewhat  more  than  ^  year's  outgo 
at  the  end  of  1970.    A  decline  in  the  trust  fund  balance  is  indicated 
after  1971^  resiilting  fraai  the  fact  that  in  this  estimate,  not  only  hos- 
pitalization costs,  but  also  earnings  levels,  are 'ass\imed  to  increase 
steadily,  but  no  change  is  assumed  to  be  made  in  the  earnings  base  to  keep 
it  up-to-date. 

Table  8  shows  corresponding  figures  for  the  low-cost  and  high-cost 
estimates.    These  have  been  derived  merely  by  assuming  a  15^  range  in 
benefit  costs  around  the  intermediate -cost  estimate.    About  10^  of  this 
range  can  be  attributed  to  the  spread  between  the  low -cost  and  high -cost 
estimates  of  hospital  utilization  rates  (see  Table  2),  and  the  remainder 
ceui  be  attributed  to  other  factors  that  arise  in  relation  to  other  factors 
(including  those  prevailing  in  the  cash -benefits  portion  of  the  program). 


Calendar 
Year 


Cost  as  Percentage 
of  Taxable  Payroll 


1975 
1980 

1985 
1990 
2000 
2020 


.88^ 

.91 

.95 

.86 
.85 
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Table  7 


Calendar 
Year 


1966 
1967 
1968 

1969 
1970 
1971 
1972 


ESTIMA3?ED  PROGRESS  OF  HOSPITAL  INSURANCE  TRUST  / 
FUND  UNDER  H.R.  1,  INTERMEDIATE -COST  ESTIMATE^ 
(in  millions) 


Benefit 

Payments  and 
Administrative 


Contributions 


Expenses 


Interest 

a/ 
Fund-' 


Estimated  Data,  Short-Bange  Estimate^/ 


$1,528 
1,99^ 
2,135 
2,5^^5 
2,690 
2,769 
2,850 


$818 

1,799 
2,001 
2,221 
2,i^65 
2,700 
2,91+6 


$15 

18 
2k 
33 
h5 
51 
52 


Estimated  Data,  Long-Range  Estimate£/ 


Balance 
in  Fund 
at  End 
of  Year 


$525 
758 
896 
1,253 
1,523 
1,61+3 
1,599 


1975 
1980 
1990 
2000 


$2,729 
2,9^+6 

3,375 
3,913 


$2,657 
2,969 
3,525 
3,720 


$136 
165 
193 
261 


$li-,320 
5,166 

5,975 
8,185 


a/  An  interest  rate  of  3»5^^  is  used  in  determining  the  level -costs,  but  in 
developing  the  progress  of  the  trust  fund,  a  varying  rate  in  the  early 
years  has  been  used,  which  is  equivalent  to  such  fixed  rate. 

b/  Ttie  net  payment  to  (or  from)  the  Railroad  Retirement  Account  is  included 
here. 

c/  See  subsection  Ill(d),  page  30  for  discussion  of  interrelationships  of 
short-range  and  long-range  cost  estimates. 

Hbtet    contributions  include  reimbursement  for  additional  cost  of  non- 
contributory  credits  for  military  service.    Not  reflected  in  this 
table  are  the  transactions  between  the  General  Treasury  and  the 
trust  fund  with  respect  to  the  "non-insured"  group  that  is  blanketed 
in  and  the  benefit  payments  with  respect  to  this  group  (and  the  re- 
saltlng  additional  administrative  expenses). 
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Table  8 


PROGRESS  OF  HOSPITAL  INSURANCE  TRUST  FUND  UNDER  H.R.  1, 
LOW-COST  AND  HIGH-COST  ESTIMATES 
(in  millions) 


Calendar 
Year 


Contributions 


Benefit 
Payments  and 
Administrative 
Expenses-^ 


Interest 
on  / 
Fund^ 


Balance 
in  Fund 
at  End 
of  Year 


Low-Cost  Estimate 


1975 
1980 
1990 
2000 


$2,729 
2,9^6 

3,573 
3,913 


$2,258 
2,52i^ 
2,996 
3,162 


$269 
1^12 
768 
l,3i^2 


$7,891 

11,866 
21,7^^8 
37,816 


1975 
1980 


High -Cost  Estimate 

2,729  5,056  21 

2,9^6  5,^1^  c/ 


815 
2/ 


a/  The  net  payment  to  (or  from)  the  Railroad  Retirement  system  is  included 
here . 

b/  At  interest  rates  of  5.75^  for  the  low-cost  estimate  and  5*25^  for  the 
high -cost  estimate. 

c/  Fund  exhausted  in  1978. 

Note:    Contributions  include  reimbursement  for  additional  cost  of  noncon- 
tributory  credits  for  military  service. 
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It  should  esi)ecially  "be  noted  that  the  operations  of  the  HI 
Trust  Fund  are  shovn  on  the  basis  that  they  do  not  include  the  trsuisac- 
tions  for  the  "non-insured"  or  blanketed -in  group.    Furthermore,  the 
benefit  disbursement  figures  include  only  the  net  effect  of  the  coverage 
of  the  beneficiaries  of  the  Railroad  Retirement  system  for  the  HI  benefits, 
while  the  contribution  figures  do  not  include  the  HI  contributions 
collected  on  railroad  payroULs. 

Table  9  shows  the  actuarieJ.  balances  of  the  various  portions  of 
•tdie  QASDI  system  under  H.R.  1,  expressed  as  percentages  of  taxable  pay- 
roll for  both  the  perpetuity  baisis  €uid  the  75 -year  cost  basis  (shown  for 
purposes  of  canparability).    On  both  bases,  the  HI  program  is  shown  to 
have  a  favorable  ewituarial  balance  of  .05^t  of  taxable  i)ayroll,  since  the 
level -equivalent  of  the  contribution  schedule  exceeds  the  level -cost  of 
the  benefit  payments  and  administrative  expenses.    Most  of  this  margin 
is,  however,  necessary  so  that  there  will  be  a  satisfactory  financial 
relationship  between  inccxne  and  outgo  during  the  2  or  3  decades  following 
1980  (when,  as  indicated  previously,  benefit  disbursements  relative  to 
taxable  payroll  reach  a  maximum  and  then  decline) .    If  the  actmrial 
balance  is  computed  over  the  25-year  period  beginning  with  1966,  the 
level-equivalent  of  the  contribution  schedule  is  .87^  of  taxable  payroll, 
while  the  level-equivalent  of  the  benefits  and  administrative  expenses  is 
.85^  of  taxable  payroll,  or  slightly  above  the  figure  for  computations  on 
both  a  perpetuity  basis  and  a  75-year  basis.    Thus,  -under  this  25-year 
cost  basis,  the  HI  program  has  a  favorable  actuarial  balance  of  only  .02^ 
of  taxable  payroll. 

VII.    Cost  Estimates  for  Cash -Benefits  Portion  of  QASDI  System  Iftider  H.R  1 


This  subsection  presents  the  cost  estimates  for  the  cash-benefits 
portion  of  the  OASDI  system,  as  it  would  be  revised  by  H.R.  1. 

Table  9  summarizes  the  actuarial  balance  of  the  existing  CASDI 
program  in  terms  of  percentages  of  taxable  payroll  according  to  the 
intermediate -cost  estimate  and  gives  corresponding  information  for  this 
program,  as  it  would  be  chsmged  by  H.R.  1,  showing  the  cost  effect  of 
each  of  the  major  changes.    For  purposes  of  ccanijarability,  the  presenta- 
tion is  in  terms  of  both  measuring  the  costs  over  perpetuity  and  of 
measuring  them  over  only  a  75 -year  period.    On  the  75 -year  cost  basis, 
the  QA.SI  i>ortion  of  the  cash-benefits  program  is  out  of  actuarial 
balance  by  .05^  of  taxable  payroll,  while  the  DI  program  has  a  favorable 
balance  of  .02^  of  taxable  payroll.    Both  of  these  differences  are  small 
relatively  so  that  it  may  be  said  that  the  program  as  a  whole,  as  well 
as  each  of  its  constituent  parts,  are  in  actuarial  balance. 

Table  10  gives  more  detail  about  the  actuarial  balance  of  the 
several  portions  of  the  program  as  it  would  be  modified  by  H.R.  1 
according  to  the  low -cost  and  high -cost  estimates,  as  well  as  the 
intermediate -cost  estimate,  by  analyzing  the  actuarial  balances  by 
considering  their  ccwiponent  parts — the  level-costs  of  the  benefits  and 
the  level -equivalents  of  the  contributions. 


-  kl  - 


Table  9 


ACTUARIAL  BALANCE  UNDER  H.R.  1, 
EXPRESSED  AS  PERCENTAGES  OF  TAXABLE  PAYROLL 


Item 

OASI 

DI 

HI 

Total 

Computations  on  Perpetuity  Basis 

Actuarial  Balance  of  Present  System 

-.10^ 

-  - 

-.2i^^ 

Earnings  Base  of  $5,600 

+  .28 

+  .03 

Revised  Contribution  Schedule 

+  .03 

+  .17 

+1  .OQ 

Extensions  of  Coverage 

+  .05 

Benefit  Increase 

-.55 

-.05 

-.60 

Hospitalization  and  Related  Benefits 

-.81^ 

-.81^ 

Total  Effect  of  Changes 

-.21 

+  .15 

+  .05 

-.01 

Actuarial  Balance  Under  Proposal 

-.31 

+  .01 

+  .05 

-.25 

Computations  on  75-Year  Cost  Basis 

Actuarial  Balance  of  Present  System 

+  .1^^^ 

-.13^ 

+  .01^ 

Earnings  Base  of  $5,600 

+  .28 

+  .03 

+  .31 

Revised  Contribution  Schedule 

+  .03 

+  .17 

+  .89^ 

+1.09 

Extensions  of  Coverage 

+  .03 

+  .03 

Benefit  Increase 

-.53 

-.05 

-.58 

Hospitalization  emd  Related  Benefits 

-.81^ 

-.81^ 

Total  Effect  of  Changes 

-.19 

+  .15 

+  .05 

+  .01 

Actuarial  Balance  Under  Proposal 

-.05 

+  .02 

+  .05 

+  .02 
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Table  10 


ACTUARIAL  BALANCES  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  AND 
HOSPITAL  INSURANCE  PROGRAMS  UNDER  H.R.  1,  75 -YEAR  COST  BASIS 
(in  percent  of  taxable  payroll) 


 Item                                          OASI  DI  HI  Total 

Intermediate -Cost  Estimate 

Level -Cost  of  Benefits                                       8.71^  .65^  .81;^  10.20^ 

Level -Equivalent  of  Contribution  Schedule          8.66  .67  .89  10.22 

Actuarial  Balance                                                 -.05  .02  .05  .02 

Low-Cost  Estimate 

Level-Cost  of  Benefits                                       7.68^  .58^  .71^  8.97^ 

Level -Equivalent  of  Contribution  Schedule          8.66  .67  .89  10.22 

Actuarial  Balance                                                   .98  .09  .18  1,25 

High -Cost  Estimate 

Level -Cost  of  Benefits                                       9.97^  'l^i  »91$  11.68^ 

Level -Equivalent  of  Contribution  Schedule          8.66  .67  .89  10.22 

Actuarial  Balance                                          .       -I.5I  -.07  -.08  -1.46 


Note ;    All  figures  adjusted  to  reflect  lower  contribution  rate  for  the  self- 
employed  as  compared  with  the  combined  employer-employee  rate.  In 
addition,  the  benefit -cost  figures  are  adjusted  for  (a)    interest  on 
existing  trust  fund,  (b)    ac3ininistrative  expenses,  (c)    Railroad  Re- 
tirement financial  Interchange  provisions,  and  (d)    reimbursements  of 
military -wage -credits  cost. 
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Table  11  presents  data  on  the  progress  of  the  QA.SI  Trust  Fund 
in  the  past  and  the  future  estimates  for  it  on  both  the  short-range 
and  long-range  bases.    The  trust  fund  is  estimated  to  show  a  decrease 
of  sanewhat  over  $900  million  in  calendar  year  19^5 ^  which  is  caused 
by  the  benefit  increases  due  to  H.R.  1  being  retroactive  to  the  be- 
ginning of  the  year,  with  no  additional  financing  being  provided  over 
present  law.    In  I966  and  19^7,  however,  the  trust  fund  is  estimated 
to  show  annual  increases  of  about  $500  million,  so  that  its  balance 
at  the  end  of  I967  will  be  about  the  same  as  at  the  end  of  I96U. 
Thereafter,  very  substantiaJ.  increases  (of  about  $4  billion  annually  in 
1968-70)  are  estimated  to  occur  as  a  result  of  the  larger  allocation 
to  the  QASI  Trust  Fund  resulting  from  the  increase  in  the  combined 
employer -employee  contribution  rate  from  the  85^  scheduled  for  I966-67 
to  the  10^  rate  scheduled  for  I968-70.    The  effect  of  the  increases  in 
the  contribution  rates  scheduled  for  I968  and  1971 — combined  with  the 
fact  that  the  program  is  in  substantial  actuarial  balance  over  the  long- 
range — is  that  the  QA.SI  Trust  Fund  is  estimated  to  increase  significantly 
in  the  future,  reaching  somewhat  more  than  $100  billion  by  the  year  2000. 


Table  12  shows  corresponding  figures  for  the  DI  Trust  Fund.  In 
calendar  year  19^5 ^  this  trust  fund  is  estimated  to  decrease  by  about 
$430  million  (as  a  result  of  the  benefit  increase  occurring  without  any 
additional  financing).    A  decrease  of  about  $25  million  is  estimated  for 
1966,  since  the  increase  in  the  allocation  to  this  trust  fund  is  not 
fully  effective  in  I966  (because  of  lag  in  contribution  collections). 
Following  1966,  however,  according  to  the  short-range  estimate,  the  trust 
fund  increases  by  approximately  $100  million  per  year.    The  long-range 
estimate  similarly  shows  that  the  DI  Trust  Fund  will  increase  over  the 
years,  and  by  the  end  of  the  century  its  size  is  estimated  at  $5*6  billion. 


Tables  15  and  ik  present  data  on  the  progress  of  the  OASI  and  DI 
Trust  Funds,  respectively,  according  to  the  low -cost  and  high -cost 
estimates.    As  would  be  anticipated,  the  balances  in  the  trust  funds 
under  the  low-cost  estimate  increase  rapidly  over  the  years,  whereas 
under  the  hi^-cost  estimate  the  trust  funds  are  exhausted  after  some 
time  (in  about  30  years  for  the  OASI  Trust  Fund  and  in  somewhat  more  than 
10  years  for  the  DI  Trust  Fund). 


VIII,  Cost  Estimates  for  H.R.  1,  Hospitalization  Benefits  for  Non-Insured  Persons 

and  Savings  under  Assistance  Programs  as  a  Resiilt  of  Hospitalization  Benefits 

This  subsection  presents  short-range  cost  estimates  of  the  finan- 
cial effect  of  blanketing-in  noninsured  persons  aged  65  and  over  for  the 
hospitalization  and  related  benefits  provided  under  the  bill.    The  specific 
details  of  these  provisions  have  been  given  in  Section  A. 
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Table  11 


PROGRESS  OF  OLD-AGE  MD  SURVIVORS  INSURANCE  TRUST  FUND  UNDER 
H.R.  1,  INTERMEDIATE -COST  ESTIMATE^/ 
( in  millions ) 


Admin - 

Calendar       Contri-       Benefit  istrative 
Year  butlons       Payments  Expenses 


Railroad  Balance  in 

Retirement  Fund  at 

Financial     ,  Interest  •        End  of 

Interchanged  on  Fund?/  Year£/ 


Actual  Data 


1955 

$  5,715 

$  4,968 

$119 

-$7 

$  454 

$  21,665 

1956 

6,172 
6,825 

5,715 

194^ 

-5 

526 

22,519 

1957 

7,547 

-2 

556 

22,595 

1958 

7,566 

8,527 

124 

552 

21,864 

1959 

8,052 

9,842 
10,677 

184 

282 

552 

20,l4l 

i960 

10,866 

205 

518 

516 

20, 524 

1961 

11,285 

11,862 

259 

552 

548 

19,725 

1962 

12,059 

15,556 

256 

561 

526 

18,557 

1964^ 

14,217 

281 

425 

521 

18, 480 

15,688 

14,902 

500 

405 

565 

19,128 

Estimated  Data,  Short-Range  Estimate^/ 


1965 

$16, 014 

$16,769 

$528 

$599 

$  547 

$  18,195 

1966 

18, 427 

17,695 

551 

411 

547 

18,712 

1967 

19,299 

18,506 

555 

477 

568 

19,245 

1968 

25,557 

19,548 

559 

446 

625 

25,070 

1969 

24,491 

20,185 

567 

451 

784 

27,562 

1970 

25,156 

21,027 

575 

595 

965 

51,686 

1971 

26,904 

21,879 

585 

587 

1,156 

57,097 

1972 

27,907 

22,752 

591 

570 

1,585 

42,894 

Estimated 

Data, 

Long -Range  Estimate^/ 

1975 

$26,859 

$25,552 

$590 

$556 

$1,658 

$  52,160 

1980 

28,969 

27,575 

451 

162 

2,270 

70,477 

1990 

55,156 

54,715 

510 

24 

2,954 

89,784 

2000 

58,457 

58,475 

559 

-40 

5,460 

105,915 

2020 

46,425 

52,821 

722 

-70 

5,719 

170,868 

a/    An  interest  rate  of  5*5^  is  used  in  determining  the  level -costs,  hut  in  developing 

the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  heen  used, 

■vrtiich  is  equivalent  to  such  fixed  rate, 
b/    A  negative  figure  indicates  payment  to  the  trust  fund  frcm  the  Railraod  Retirement 

Account,  and  a  positive  figure  indicates  the  reverse, 
c/    Not  including  amounts  in  the  Railroad  Retirement  Account  to  the  credit  of  the 

OASI  Trust  Fund.    In  millions  of  dollars,  these  amoxinted  to  $577  for  1955, 

$284  for  1954,  $165  for  1955,  $60  for  I956,  and  nothing  for  1957  and  thereafter, 
d/    Hiese  figures  are  artificially  high  because  of  the  method  of  reimbursements 

between  this  trust  fvmd  and  the  DI  Trust  Fund  (and,  likewise,  the  figure  for 

1959  is  too  low), 
e/    Preliminary  figure. 

f/    See  subsection  Ill(d),  page  30  for  discussion  of  interrelationships  of  short- 

range  and  long-range  cost  estimates. 
Note:    Contributions  include  reimbursement  for  additional  cost  of  noncontributory 
credits  for  military  service,  .  (. 


Table  12 


PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND  UNDER 
H.R.  1,  INTERMEDIATE -COST  ESTIMATE?/ 
(in  millions) 


Calendar 
Year 


1975 
1980 
1990 
2000 


Contri - 
butions 


Benefit 
Payments 


Admin- 
istrative 
Elxpenses 


Railroad 
Retirement 
Financial  . 
Int  e  rchange^ 


a/ 


1957 

$  702 

$  57 

1958 

966 

249 

1959 

891 

457 

i960 

1,010 

1,058 

568 

1961 

887 

1962 

1,046 

1,105 

1965d/ 
196W 

1,099 

1,210 

1,153 

1,518 

$2,037 
2,199 
2,517 
2,919 


Actual  Data 

12^ 
50 
56 
6k 
66 
68 
80 


-$22 
-5 

5 
11 
20 
20 


Interest 
on  Fund— 


7 
25 
ho 

53 
66 
68 
66 
64 


Estimated  Data,  Short -Range  Estimate: 


Estimated  Data,  Long-Range  Estimate—' 


/ 


$1,952 
2,118 
2,346 
2,754 


$103 
106 
107 
120 


J  5 
-3 
-6 
-6 


$  65 
72 
102 
181 


Balance  in 
Fund  at 
End  of 
Year 


^  649 

1,379 
1,825 
2,289 

2,437 
2,368 

2,235 
2,054 


1965 

$1,187 

$1,566 

$  85 

$20 

$  54 

$l,6o4 

1966 

1,663 

1,624 

90 

20 

46 

1,579 

1967 

1,824 

1,685 

95 

20 

46 

1,649 

1968 

1,885 

1,756 

97 

15 

50 

1,754 

1969 

1,944 

1,782 

100 

15 

55 

1,854 

1970 

2,005 
2,065 

1,829 

105 

15 

58 

1,950 

1971 

1,871 

106 

15 

62 

2,085 

1972 

2,124 

1,911 

109 

15 

67 

2,259 

$2,095 
2,527 
5,289 
5,650 


a/    An  interest  rate  of  5*5^  is  used  in  determining  the  level-costs,  but  in  develop- 
ing the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been 
used,  which  is  equivalent  to  such  fixed  rate. 

b/    A  negative  figure  indicates  payment  to  the  trust  fund  from  the  Railroad  Re- 
tirement Account,  and  a  positive  figure  indicates  the  reverse. 

cj  Tbese  figures  are  artificially  low  because  of  the  method  of  reimbursements 
between  this  trust  fxind  and  the  OASI  Trust  Fund  (and,  likewise,  the  figure 
for  1959  is  too  high). 

d/    Preliminary  figure. 

e/    See  subsection  Ill(d),  page  30  for  cliscussion  of  interrelationship  of  short-range 
and  long-range  cost  estimates. 

Note:    Conti'i'buti^§  include  reimbiirsement  for  additional  cost  noncontributory 
credits  for  military  service. 
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Table  13 


PROGRESS  OF  OLD-AGE  MD  SURVIVORS  INSURANCE  TRUST  FUND 
UNDER  H.R.  1,  LOW-COST  AND  HIGH-COST  ESTIMATES 
(in  millions) 


Calendar 
Year 


Contributions 


Benefit 
Payments 


Administrative 
Expenses 


Railroad 
Retirement 
Financial 
Interchange 


Interest 
on  / 
Fund^ 


Balance 
in  Fund 
at  End 
of  Year 


Low -Cost  Estimate 


1975 
1980 
1990 
2000 


$27^06 

29,878 
35,359 
^2,157 


$22,966 
26,  H2 
32,869 
35,8J+9 


$361 
398 
k69 
515 


$306 
127 
-16 
-80 


$2,109 
3,209 
5,671^ 
9,772 


$62,900 
93,005 
161,280 
276,868 


1975 
1980 
1990 
2000 


High -Cost  Estimate 

$26,272           $2U,098           $4l8  $366 

28,060            28,304            k6k  197 

50,953            36,557            550  6k 

3^,757            41,096            603  0 


$1,286 
1,518 
700 

£/ 


$41,975 
49,288 
22,783 
2/ 


a/  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  Railroad  Retirement 
Account,  ajid  a  positive  figure  indicates  the  reverse. 

b/  At  interest  rates  of  3«75^  for  the  low-cost  estimate  and  3*25^  for  the  high-cost 
estimate . 

c/  Fund  exhausted  in  1994. 

Note:    Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credits 
for  military  service. 


-  47  - 


Table  ik 


PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND 
UNDER  H.R.  1,  LOW-COST  AND  HIGH-COST  ESTIMATES 
(in  millions) 


Calendar 
Yeajr 


1975 
1980 
1990 
2000 


1975 
1980 
1990 
2000 


Contributions 


$2,080 
2,267 
2,683 
5,199 


$1,995 
2,131 
2,350 
2,639 


Benefit  Administrative 
Payments  Expenses 

Low -Cost  Estimate 

$1,820  $9^ 

1,958  95 

2,161  9^ 

2,57^+  103 

High -Cost  Estimate 

$2,085  $112 

2,279  117 

2,531  120 

2,935  137 


Railroeid 
Retirement 
PinancisLL 
Interchange 


$2 
-7 
-11 
-11 


a/ 


Interest 
on  / 
Fund^ 


$8 
1 
-1 
-1 


$iUo 

206 
U35 
857 


$1 


Balance 
in  Fund 
at  End 
of .  Year 


$U,120 
5,998 
12,i+76 
24,221 


$121 
£/ 


a/  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  Rallrosid  Retirement 
Account,  and  a  positive  figure  indicates  the  reverse. 

b/  At  interest  rates  of  3*75^  for  the  low-cost  estimate  and  3*25^  for  the  high-cost 
estimate . 

c/  Fund  ejdiausted  in  1976. 

Note;    Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credits 
for  mllit£try  service. 
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The  figures  in  the  table  "below  show  the  cost  to  the  Federal  General 
Treasury  for  the  "blanketed -in  group.    The  figures  indicate  the  amount  of 
money  that  would  flow  tiiroiigh  the  Hospital  Insurance  Trust  Fund  on  the 
assumption  that  the  General  Treasury  would  reimburse  the  trust  fund  immediately 
after  it  had  made  its  payments  to  the  providers  of  the  benefits.    The  table 
also  shows  the  savings  to  the  General  Treasury  and  to  State  and  local  funds 
under  the  Medical  Assistance  for  the  Aged  and  the  Old-Age  Assistance  programs 
(with  respect  to  both  insured  sind  noninsxired  individuals  receiving  hospital 
and  related  benefits  through  the  trust  fund  that  would  otherwise  have  been 
paid  under  the  two  assistance  programs )  under  the  assumption  that  the  ser- 
vices under  these  programs  wovild  not  be  expanded;  of  course,  if  the  States 
utilized  such  savings  as  indicated  in  the  table  to  broaden  their  medical 
services,  then  the  Federal  savings  shown  would  not  materialize.    The  figures 
(in  millions)  are  as  follows: 


If  No  Blanketing -In   If  Blanketing -In 


MAA  and 

OAA  Savings 

Federal 

MAA  and 

OAA  Savings 

Net 

Calendar 

State  and 

Cost 

State  suid 

Federal 

Year 

FederaJ. 

Local 

for  HI 

Federal 

Local 

Cost 

1966 

$50 

$60 

$125 

$90 

$110 

$55 

1967 

120 

150 

255 

200 

250 

55 

1968 

130 

iko 

250 

205 

255 

h5 

1969 

1^4-0 

150 

245 

215 

2k3 

30 

It  will  be  observed  that  for  the  first  full  calendar  year  of  operation 
(1967),  the  estimated  Federal  savings  in  MAA  amd  OAA  would  be  about  $120 
million  with  respect  to  insured  OASDI  beneficiaries  (in  other  words,  assimiing 
that  there  would  be  no  blanketing-in),  while  the  corresponding  State  and 
local  savings  would  be  slightly  higher.    On  the  other  hand,  if  there  is  blanket ing- 
in,  the  corresponding  figures  would  be  a  cost  to  the  General  Treas\iry  of  about 
$255  million  for  the  HI  benefits  (which  would  flow  through  the  HI  Trust  Fund), 
but  that  this  would  be  largely  offset  by  Federal,  savings  for  MAA  and  OAA  of  about 
$200  million  (again,  $120  million  with  respect  to  OASDI  beneficiaries  sjid  $8o 
million  with  respect  to  the  blanketed-in  group),  leaving  a  net  Federal  cost  of 
$55  million — as  against  a  Federal  savings  of  $120  million  if  there  were  no 
blanketing-in.    Of  course,  the  blanket ing-in  would  have  a  favorable  effect  on 
State  and  local,  finances,  since  then  their  savings  in  MAA  and  OAA  would  be  about 
$100  million  higher. 

Since  the  blanketed-in  group  is  a  closed  one  (with  no  new  entrants  after 
1973 )i  the  cost  therefor  eventually  disappears.    The  initial  n\jmber  of  persons 
included  in  this  category  decreases  slowly  from  the  estimated  2.0  million  in 
1966  to  about  1.1  million  in  1970,  since  the  effect  of  mortality  more  than  off- 
sets the  increments  from  new  persons  beccxning  eligible  as  they  attain  age  65. 
The  estimated  cost,  under  dynamic -econcxnic  assumptions,  remains  relatively 
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level  from  I966  to  1970 — despite  fewer  potential  beneficiaries --because 
of  the  rise  in  the  estimated  per  capita  cost  and  usage.    After  1970, 
the  number  in  the  blanketed-in  group  is  estimated  to  decrease  rapidly — to 
about  .7  million  in  1975  and  .5  million  in  I98O,  and  then  is  virtually 
negligible  after  1990. 
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D,      Problems  Involved  In  Cost  Estimates  for  Hospitalization  and  Related  Benefits 


Long-range  actuariaJ.  cost  estimates,  by  their  very  nature,  can 
present  the  general  range  of  future  costs  but  cannot  be  a  precise  fore- 
cfiist  of  future  experience.    This  fact  has  been  taken  into  consideration  in 
the  cost  estimates  for  the  OASDI  program  over  the  more  than  quarter  century 
of  its  operation.    From  time  to  time  the  assumptions  underlying  the  actuarial 
cost  estimates  have  been  revised  to  take  into  account  later  available  data 
and  indications  of  trends.    The  cost  estimates  for  the  proposed  program  of 
hospitalization  and  related  benefits  are  subject  to  similar  revisions. 

There  is  a  somewhat  greater  relative  range  of  probable  costs  for  the 
proposed  hospital  benefits  than  for  the  OASDI  cash  benefits,  vhich  system 
has  been  paying  monthly  benefits  for  25  years.    Not  only  are  the  data  in- 
complete for  some  of  the  various  cost  aspects  and  factors  underlying  the 
proposed  hospitalization  benefits  as  they  would  be  provided  under  a  social 
insurance  system,  but  also  service  benefits  quite  obviously  do  not  have  costs 
as  readily  determinable  as  cash  benefits  that  stre  directly  related  to  covered 
earnings.    But  it  should  be  recognized  that,  similarly,  when  the  present 
OASDI  cash  benefits  program  was  enacted  in  1935 >  little  was  known  about  many 
of  the  factors  entering  into  the  actuarial  cost  estimates.    Then,  as  now, 
assumptions  had  to  be  made  on  the  basis  of  the  data  available,  using  the 
best  possible  actuarial  judgment. 

Prom  a  cost  standpoint,  the  major  benefit  in  the  bill  is  the  pro- 
vision of  hospital  care.    A  great  amount  of  data  is  available  in  regard  to 
hospitalization  experience  of  aged  persons.    Principal  sources  include  the 
1957  Beneficiary  Surveys  made  by  the  Social  Security  Administration,  the 
continuing  investigations  made  by  the  National  Health  Survey  of  the  Public 
Health  Service,  the  19^3  Survey  of  the  Aged  made  jointly  by  the  Bureau  of 
the  Census  and  the  Social  Security  Administration,  and  the  experience  of 
various  insuring  organizations  such  as  the  Blue  Cross  and  private  insurance 
conrpanies.    Jtich  of  this  information  has  previously  been  summarized  in  the 
1959  Hospitalization  Report.    Nonetheless,  precise  estimates  are  not  possible 
because  of  such  unknowns  a^  the  extent  of  hbspltsG.  utilization  by  persons 
who  have  not  had  insurance  In  the  past,  but  who  would  have  benefit  coverage 
under  the  provisions  of  the  bill. 

Another  major  difficulty  in  making  cost  estimates  for  hospitalization 
'  benefits  is  the  extent  to  which  hospital  costs  will  rise  in  the  future. 
The  long-range  actuarial  cost  estimates  for  the  OASDI  system  have  always 
eissumed  that  earnings  would  be  level  in  the  future — for  reasons  that  are 
I  described  in  detail  elsewhere  (see  Actuarial  Study  No.  U9,  peige  8,  and  the 
Report  of  the  Committee  on  Ways  and  Means  of  the  House  of  Representatives 
on  the  Social  Security  Amendments  of  I96I,  H.  Rept.  No.  2l6,  87th  Cong., 
April  7,  1961,  pp.  1^-16).    This  assumption  means  that  benefit  costs  relative 
to  payroll  will  not  be  affected  by  emy  rising-earnings  trend  that  may  develop, 
because  it  is  assumed  that  the  benefit  structure  (including  the  maximum  earn- 
ings base  that  is  creditable  toward  benefits  and  that  is  subject  to  contribu- 
tions) will  be  adjusted  to  keep  pace  with  the  rising  earnings. 
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When  earnings  levels  have  increased  in  the  past  (increasing  both 
benefit  outgo  and  tajc  income — the  latter  more  than  the  former,  because 
of  the  weighted  benefit  formula),  this  factor  has  been  recognized  in 
subsequent  cost  estimates.    Any  resulting  net  reduction  in  cost  has  been 
made  available  for  the  financing  of  the  program,  including  proposed  bene- 
fit liberalizations.    Liberalizations  financed  entirely  in  this  mauiner 
tend  to  keep  the  system  up  to  date. 

In  considering  the  hospitalization-benefit  costs  in  conjunction 
with  a  level -earnings  assumption  for  the  future,  it  is  sufficient  for 
the  purposes  of  long-range  cost  estimates  merely  to  analyze  possible 
future  trends  in  hospitalization  costs  relative  to  covered  earnings. 
Accordingly,  any  study  of  past  experience  of  hospitalization  costs  should 
be  made  on  this  relative  basis.    The  actual  experience  in  recent  years 
has  indicated,  in  general,  that  hospitalization  costs  have  risen  much 
more  rapidly  thsm  the  general,  earnings  level,  with  the  differential  being 
in  the  neighborhood  of  2.7^  per  year  in  the  past  decade. 

One  of  the  uncertainties  in  cost  estimates  for  hospitalization 
benefits,  then,  is  how  long  and  to  what  extent  this  tendency  of  hospital 
costs  to  rise  more  rapidly  thaji  the  general  earnings  level  will  continue 
in  the  future — and  whether  or  not  it  may,  in  the  long  run  be  counter- 
balanced by  a  trend  in  the  opposite  directions.    Some  fsictors  to  consider 
are  the  relatively  low  wages  of  hospital  employees  (which  have  been  rapidly 
"catching  up"  with  the  general  level  of  wages  and  obviously  may  be  expected 
to  "catch  up"  completely  at  some  future  date,  rather  than  to  increase  in- 
definitely at  a  more  rapid  rate  than  wages  generally)  and  the  development 
of  new  medical  techniques  and  procedures,  with  resultant  increased  expense. 
In  connection  with  the  latter  factor,  there  are  possible  counterbalancing 
factors,  in  that  the  higher  costs  involved  for  more  refined  and  extensive 
treatments  may  be  offset  by  better  general,  health  conditions,  the  development 
of  out -of -hospital  facilities  (which  involve  lower  costs),  shorter  durations 
of  hospitalization,  and  less  expense  for  subsequent  curative  treatments  as 
a  result  of  preventive  measures.    Also,  it  is  possible  that  at  some  time  in 
the  future,  the  productivity  of  hospital  personnel  will  increase  significantly, 
and  accordingly,  as  in  other  fields  of  economic  activity,  their  wages  will 
increase  more  rapidly  than  prices  charged  for  hospitalization. 

Perhaps  the  major  difficulty  in  making,  and  in  presenting,  these 
actuarial  cost  estimates  for  hospitsilization  benefits  is  that — unlike  for 
the  OASDI  monthly  benefits — an  unfavorable  cost  result  is  shown  when  total 
earnings  levels  rise  unless  the  provisions  of  the  system  are  kept  up-to-date 
(insofar  as  the  maximum  taxable  earnings  base  is  concerned-'  ) .    The  reason 
for  this  is  that  there  is  the  fundamental  actuarial  assumption  that  the 


a/    If  the  deductibles  were  expressed  in  terms  of  dollars  (instead  of  in 
terms  of  average  daily  hospital  cost,  as  in  the  bill),  there  would  also 
be  the  requirement  that  these  woiild  have  to  be  kept  up-to-date. 
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hospitalization  costs  will  rise  at  a  slightly  lower  rate  over  the  long  run 
as  the  total  earnings  level,  whereas  the  contribution  incone  rises  less 
rapidly  than  the  total  earnings  level  since  it  depends  on  the  covered 
earnings  level,  which  is  dampened  because  of  the  effect  of  the  earnings 
base.    Accordingly,  it  is  necessary  in  the  actuarial  cost  estimates  for 
hospitalization  benefits  to  assume  either  that  earnings  levels  will  be 
unchanged  in  the  future  or  that,  if  earnings  continue  to  rise  (as  they  have 
done  in  the  past),  then  from  a  given  point  of  tin«,  the  system  will  be 
kept  up-to-date  insofar  as  the  earnings  base  is  concerned. 

The  other  three  benefits  provided  by  the  bill  would  have  a  far 
lower  relative  cost  than  the  hospitalization  benefits  (assuming  that  the 
types  of  services  provided  by  the  different  facilities  remain  approximately 
the  sax^  as  at  present).    Accordingly,  even  relatively  large  variations  in 
the  cost  estimates  for  these  benefits  woiold  have  much  less  effect  on  the 
overall  costs  of  the  proposal.    Although  these  services  aj-e  now  being  ex- 
tensively provided  in  a  number  of  areas,  comparatively  little  data  are 
available  in  regard  to  their  cost  for  a^ed  persons,  when  provided  in  the 
manner  set  out  by  the  bill.    In  many  instajices,  these  services  are  not 
currently  available  because  of  lack  of  facilities  (or  insufficient  facilities). 
Accordingly,  the  early -year  costs  for  these  benefits  will  be  relatively  low. 
Bie  long-range  costs,  however,  are  determined  on  the  assumption  that  suf- 
ficient, adequate  faxiilities  will  be  available  to  supply  the  benefits  pro- 
vided . 

Another  important  factor  in  connection  with  the  actuarial  analysis 
of  proposals  for  vaj-ious  types  of  hospitalization  and  related  benefits  is 
their  cost-inters'^lationship.    For  example,  if  hospitalization  benefits  were 
provided,  but  post -hospital  extended  care  were  not,  there  woiild  tend  to  be 
more  utilization  of  the  hospitalization  benefits  because  an  individual  would 
be  more  likely  to  stay  longer  in  a  hospital  (at  little  or  no  cost  to  him) 
rather  thaxi  to  enter  an  extended  care  facility  operating  at  lower  cost,  but 
with  the  full  amount  to  be  paid  by  him.    Similarly,  if  there  were  no  out- 
patient hospital  diagnostic  benefits  provided  in  the  bill,  and  if  there  were 
no  deductible  in  the  hospitalization  benefits,  there  would  be  a  financial 
incentive  for  an  individual  to  enter  a  hospital  (with  resulting  higher  cost) 
to  obtain  these  sejrvices  without  cost  to  him. 

Likewise,  the  availability  of  home  health  services  can  reduce 
hospitalization-benefit  costs  in  certain  cases.    Otherwise,  an  individual 
might  enter  a  hospital,  or  stay  in  it  longer,  if  in  doing  so  there  were 
less  cost  to  him  personally  than  in  obtaining  home  health  services.  On 
the  other  hand,  the  home  health  services,  when  available,  will  undoubtedly 
be  utilized  by  many  persons  who  wotild  not  otherwise  have  been  in  hospitauLs. 

In  the  same  way,  the  presence  (or  absence)  of  a  deductible  provision 
for  one  benefit  can  influence  not  only  the  cost  of  that  benefit,  but  also  the 
costs  of  other  types  of  benefits. 
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ActiiarlaJ.  Studies  Available  fran  the  Division  of  the  Actuary*  j 


kO,    The  Financial  Principle  of  Self -Support  in  the  OASI  System — April 
1955. 

kl.    Analysis  of  Benefits,  OASI  Program,  195^  Amendments -^ay  1955. 

Estimated  Amount  of  Life  Insurance  in  Force  as  Survivor  Benefits 
under  OASI —1955 --September  1955. 

hk.    Analysis  of  157  Group  Annuity  Plans  Amended  in  1950-5^- -Jvily  1956. 

i^5.    Present  Values  of  OASI  Benefits  in  Current  Payment  Status  19^0-56-- 
May  1957. 

k6.    Illustrative  Uhited  States  Population  Projections — May  1957. 

U7.    Estimated  Amount  of  Life  Insurance  in  Force  as  Survivor  Benefits 
under  OASI— 1957— July  195^. 

k&.    Long -Range  Cost  Estimates  for  Old -Age,  Survivors,  and  Disability 
Insurance  under  1956  Amendments — ^August  1958. 

k9.    Methodology  Involved  in  Developing  Long -Range  Cost  Estimates  for 
the  Old -Age,  Survivors,  and  Disability  Insurance  System — May  1959. 

50.  Analysis  of  Benefits,  OASDI  Program,  1960  Amendments — December  196O. 

51.  Present  Values  of  OASI  Benefits  in  Current  Payment  Status,  1960 — 
February  I96I. 

52.  Actuarial  Cost  Estimates  for  Health  Insurance  Benefits  Bill — 
July  1961. 

53.  Medium-Range  Cost  Estimates  for  Old-Age,  Survivors,  axid  Disability 
Insurance  and  Increasing -Earnings  Assumption--August  I961. 

5^.    Estimated  Amount  of  Life  Insurance  in  Force  as  Survivor  Benefits 
under  OASI  1959-60— October  196I. 

55.  Remarriage  Tables  Based  on  Experience  under  OASDI  and  U.S.  Employees' 
Compensation  Systems — December  I962. 

56.  Analysis  of  Benefits  under  26  Selected  Private  Pension  Plans — 
January  I963. 

57'    Actuarial  Cost  Estimates  for  Hospital  Insurance  Bill — July  1965. 

58.    Long-Range  Cost  Estimates  for  Old-Age,  Survivors,  and  Disability 
Insurance  System,  I963 — January  196k, 


♦Numbers  not  listed  are  out  of  print. 
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